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FOREWORD 
BY 
GENERAL JOHN J. PERSHING 
COMMANDER-IN-CHIEF 
AMERICAN EXPEDITIONARY FORCES 


In his memoirs Field Marshal Von Hindenburg said of the 
participation of American industry in the World War: 


‘‘Her brilliant, if pitiless, war industry had entered the service 
of patriotism and had not failed it. Under the compulsion of 
military necessity a ruthless autocracy was at work and rightly, 
even in this land at the portals of which the Statue of Liberty 
flashes its blinding light across the seas. They understood war.’’ 


Georges Clemenceau, wartime Premier of France, said in 
1922: 


“<The United States declared war in April, 1917. It was only 
in March, 1918, that their industrial mobilization found its final 
form. Even in the land of quick decisions, the routine of peace 
days struggled hard to live. But the High Command of Industry 
was created. It was a splendid company of men who at the call 
of their country had come from all parts of the United States. It 
had no congressional birth certificate; a mere decision of the Presi- 
dent, and in a few weeks resources were perfectly adapted to 
needs, the whole coordinated by the War Industries Board, which 
was supreme in all matters of production, priority, and distribu- 
tion. * * * The steel they sent us represented the raw material 
for a hundred and sixty million ‘75’ shells. The foodstuffs they 
sent us fed twelve million Frenchmen for a year and a half. If 
this help had not been forthcoming, our army could not have held, 
the army of the United States could not have fought.’’ 


Winston Churchill, Minister of Munitions in the British 
Cabinet, said: 


‘‘No British Minister had, I believe, a greater volume of intricate 
daily business to conduct with United States representatives than 
T had during 1918. It is my duty to record that no Ally could have 
been given more resolute, understanding, and broadminded co- 
operation than the Ministry of Munitions received from the War 
Industries Board of the United States. * * * It was not until 
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after the war that I had the pleasure of meeting Mr. Baruch, the 
Chairman, but almost daily telegrams soon put us on excellent 
terms. I could feel at the other end of the cable a strong clear 
mind taking quick decisions and standing by them.’’ 


To the statements of these well informed men, I wish to add 
a word of my own. 


Until the Spring of 1918, the flow of troops and of supplies to 
France was not encouraging. There was evidence of a lack of authority 
and of proper organization at home with the attendant results of con- 
fusion and unsatisfactory progress. Then came the announcement of 
the appointment of Bernard M. Baruch as Chairman of the War Indus- 
tries Board with greatly increased powers. That was the creation of 
the ‘‘High Command of Industry’’ to which M. Clemenceau refers. 


Almost at once we in France sensed a change in the situation. 
Acting under direct authority of the President, Mr. Baruch and his 
associates took command of the intricate and complicated industrial 
machinery and resources of the United States. They stimulated the 
production of war materials and limited that of non-essentials. They 
controlled and harmonized outputs and determined priorities, accord- 
ing to the ever-changing needs of the military forces. They made 
allotments to the different departments of the Government and to our 
Allies. 


After my return from France, I had an opportunity to study 
more carefully this remarkable record of achievement. Considering the 
obstacles that confronted them, I marvel at the success attained by 
Mr. Baruch and his colleagues. They were reconnoitering an unknown 
country. No precedent in American industry or in governmental au- 
thority existed to guide them. At a time of crisis they had to create 
and to operate an organization simultaneously. 


On many occasions I have talked with Mr. Baruch about the 
problems of industrial preparedness. I agree with him that in time of 
peace we should formulate a definite and detailed plan for such mobili- 
zation and by periodical revision keep that plan up to date. I agree 
with him that profits to individuals should be cut as low as they can 
be cut without interfering with the flow of supplies in wartime. No one 
should be permitted to enrich himself by taking advantage of the neces- 
sities of the government in wartime. But, it must be remembered that 
industry cannot operate without profit and that munitions must be 
provided regardless of cost. 


For fifteen years Mr. Baruch has labored continuously to 
give the country he served the benefit of his great experience in 1917 
and 1918. In this book he has set forth his plan for industrial mobiliza- 
tion and his reasons supporting it. They have my hearty approval and 
deserve the thoughtful consideration of every citizen. 
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An article in ATLANTIC MONTHLY 1925. 


[The February issue of the Atlantic for 1925 carried a paper by 
Mr. Sisley Huddleston dealing with the general subject of ‘taking the 
profit out of war,’ which Mr. Huddleston called ‘An American Plan 
for Peace.’ The first-quoted phrase was put into the language by the 
War Industries Board toward the close of the World War through its 
efforts to eliminate all war profits. Mr. Huddleston’s article came to 
the attention of Mr. Bernard M. Baruch, chairman of the War Indus- 
tries Board and administrator of the non-profit plan, and (as he writes 
us), since it seemed to indicate a growing interest in the idea, induced 
him to invoke practical means to bring about a full comprehension of 
taking the profit out of war in the various great countries of the world. 
To this end he responded to a suggestion of Mr. Owen D. Young, of the 
Page School of International Relations at Johns Hopkins University, 
that he establish a course of lectures there to expound the War Indus- 
tries Board plan in detail. Later he will proceed to make similar 
arrangements at leading universities in Great Britain, France, Ger- 
many, Italy and Japan. Agreeing with Mr. Baruch that the subject 
calls for public knowledge and discussion, it was natural for the 
Atlantic to turn to him for the following paper.—THe Eprtors]| 


J. 


War was once described as Prussia’s most profitable industry. 

It needs only a scant examination of history to learn that other 
countries were open to the same indictment. The methods of the 
Robber Barons did not pass with the end of feudalism. Annexation by 
conquest did not cease. But when America entered the World War, 
President Wilson fathered a doctrine that shall always govern us— 
that never a foot of territory would be added to our boundaries by force. 

So, as America has taken the lead toward making impossible 
national profit through war, it too may be America’s privilege to point 
the way toward making impossible individual profit through war. To 
take the profit out of war is to take a long step toward creating an 
economic detestation of war. The experience of the United States in 
the World War affords a basis for the belief that the plan herein dis- 
cussd is practical. In fact, it is more than a belief—it is a certainty, 
although not widely known. 

The world is such a busy place, and the radius of human activity 
has been so greatly enlarged because of modern inventions, that it is 
not strange that there are but few people who are conversant with what 
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was quietly but effectively taking place in this country in the mobiliza- 
tion and use of its material resources in the World War—a process that 
would have eventually eliminated all improper profits. 

Strength is given to the public advocacy of industrial mobilization 
made by both President Harding and President Coolidge—Mr. Coolidge 
as recently as last October in his Omaha speech to the American Legion 
—by the fact that the plan they advocated as a part of the regular 
national war-agencies had once been set up and successfully operated 
under the War Industries Board. 

Preceding the President’s recent clear exposition of this subject, 
some degree of public interest had been engendered by an exchange of 
letters between Owen D. Young (of Dawes Plan fame), in behalf of the 
Walter Hines Page School of International Relations, and the writer. 
The correspondence resulted in the establishment of lectures at the Page 
School (of Johns Hopkins University) on this theme. Previously the 
Atlantic Monthly printed an article by Sisley Huddleston, who pointed 
out that Europe saw great strides toward peace in the American idea of 
‘taking the profit out of war’ ina systematic way. His basic reference 
was to the plan of the War Industries Board. 

The resources of a country might be referred to as the five M’s: 
(1) man power; (2) money; (3) maintenance or food; (4) material 
resources (including raw materials, manufacturing facilities, transpor- 
tation, fuel, and power); and (5) morale. The intelligence with which 
the first four are directed and coédrdinated as a whole will determine the 
fifth, the morale of the community. 

In the war emergency it early became evident to those who were 
charged with the responsibility of mobilizing the resources that there 
was a just sentiment among the people against profiteering. Profiteer- 
ing might be willful and profit-making might be involuntary; but, what- 
ever its form, there was a just determination it should cease. So it 
became necessary to fix prices where the supply was limited. 

Wherever the Government created a shortage by its demands, 
prices were fixed, not only for the Army, the Navy, and the Allies, but 
for the civilian population as well. And, in addition to price-fixing on 
war essentials (such as steel, wool, copper, and so forth), the balance, 
after the war programme had been filled, was rationed or distributed 
according to the priority needs of the various civilian demands. In 
other words where the price of the product of an industry was fixed, 
that industry had to deliver the part which the Government did not 
need to the civilian population, not in the way the industry chose, but 
as the Government directed. 

It must be remembered that when the war came there was no 
adequate preparation. Indeed it is doubted by the best authorities 
whether any effective form of preparation then known would have been 
of much avail in view of the widespread and engulfing results of the war 
and the lack of knowledge of the various instruments of destruction 
which were being devised and which it became necessary to combat. 
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Our own Army had several divisions competing one with another 
for materials, transportation, housing, and so forth; on top of that 
_ there prevailed the demands of the Shipping Board, with the slogan 
that ships would win the war, and of the Food Administration, with the 
slogan that food would win the war; further, there was the Railroad 
Administration with its need for matériel and labor; and finally there 
was the feverish quest for labor and supplies on the part of the muni- 
tions-makers—all competing for labor, money, materials, transporta- 
tion, fuel, power, and each insisting on the greater importance of its 
activity. All this while the labor supply was being lessened by the 
flow of men into the Army. 

While an endeavor was being made to bring order out of chaos, 
_ the great undertaking had to go on. Men, ships, munitions, food, maté- 
riel, had to be provided. Old organizations, bureaus, and traditions 
had to be met and changed, but not destroyed until the new was set up. 
The wonder of it all is, not that there were so many mistakes, but that 
so much was accomplished. 

At the time we entered the war, prices were at their peak, and tend- 
ing higher because of the war’s insatiable demands. The problem was 
not alone to secure the materials and labor and to stop the confusion, 
but to do it in such a way that the morale of the people would be main- 
tained. The prices of some things, like steel and copper, were fixed 
far below prevailing rates, and the wages of labor in those industries 
were standardized. The more highly organized an industry, the easier 
it was to arrange. Order did not commence to appear until the Army 
funneled its needs through one man sitting with a section of the War 
Industries Board, and until the Navy, Shipping Board, Allies, and Rail- 
road Administration did likewise. Each department satisfied its re- 
quirements through a central authoritative body. This was called the 
War Industries Board, controlling and directing all materials and 
coordinating through its chairman the whole system of governmental 
and civilian supply and demand. It was created by executive order in 
March of the year 1918. 

Briefly, this Board endeavored to mobilize the industries of Amer- 
_iea so that the fighting forces of the Allied and Associated nations could 
draw from the United States—the last reservoir of men, materials, and 
money—the things needed for the winning of the war at the time the 
things were needed and with the least dislocation of industry and the 
least disturbance of the civilian population. 
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The War Industries Board was organized like any other super- 
visory committee, with a chairman, vice-chairman, members in charge 
of various activities, bureau chiefs, and subordinate workers. It sur- 
veyed and sought to arrange the whole industrial war-field under the 
plenary powers conferred by the President and the Congress. How 
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well it did this is a story for others to tell. What it did is the basis of 
the plan I am here drawing. 

It was comparatively easy to fix prices and to distribute materials, 
and indeed to stabilize the wages of labor in those industries in which 
prices were fixed. The labor situation, however, became increasingly 
difficult, particularly when General Crowder found it necessary to with- 
draw men for the proposed campaign of 1919 after 4,000,000 soldiers 
had already been taken. 

Much has been said about the profiteering of labor. It is an unjust 
accusation. It is only fair to say that this condition was primarily 
brought about through the inexperience of the organization within our 
own governmental departments and by the furious bidding of munitions- 
makers and shipbuilders for services. That situation, together with the 
increased prices of the things that labor had to buy with the results 
of its work, made it inevitable that labor must get higher wages. 


So it became evident that the price-fixing programme had to go 
even further, and the War Industries Board, when the Armistice came, 
was proceeding with a campaign to fix the prices of all the basic things 
that labor had to buy. Some had previously been fixed. I speak of 
labor in a much broader sense than manual labor, for the unorganized 
so-called ‘white collar’ part of our community—clerks, teachers, govern- 
ment employees, professional men—were less able to meet the situation 
than labor in the narrower sense. For the protection and relief of such 
groups certain plans were devised. To illustrate :— 


One of them provided that manufacturers, jobbers, and retailers of 
shoes could make and sell shoes only of a specified quality at a fixed 
price, effective July 1919. No one who did not have a card of the War 
Industries Board in his window could sell shoes, and only the standard- 
ized shoes could be sold. No jobber or manufacturer would sell shoes 
to anybody who did not have this card. The shoes were to be stamped 
Class A, B, or C, and had to be of the quality prescribed and sold at the 
price fixed. The country was so organized in every district that there 
could be immediately reported to Washington the name of any shoe 
retailer who did not carry out the regulations of the War Industries 
Board as to price and quality. Through restrictions on his labor, 
money, raw materials, and transportation, no manufacturer would have 
been permitted to sell to any dealer violating the regulations. The 
Armistice stopped the execution of this plan. 

Another plan of this nature: the manufacturers of men’s and wo- 
men’s wearing apparel had in 1918 been called to Washington, together 
with the retailers of various goods, and notified that regulations would 
have to be made in regard to retail prices and standardization of cloth- 
ing. 

The rulings by the Board were made known through the issuance of 
official bulletins at irregular intervals, and were widely distributed by 
the press, which cooperated in this most necessary work with a whole- 


8 


hearted purpose that gave to the orders of the War Industries Board 
the instant and broad circulation they required. 

Mr. Hoover already was doing much to perfect his control of food 
products and prices. There was also talk of fixing rents, and in some 
cities this was done. 

If we were to start, in the event of another war, at the place where 
we were industrially when the World War ended, the President, acting 
through an agency similar to the War Industries Board, would have the 
right to fix prices of all things as of a date previous to the declaration 
of war when there was a fair peace-time relationship among the various 
activities of the nation. It would be illegal to buy, sell, serve, or rent 
at any other than these prices. Brakes would be applied to every agency 
of inflation before the hurtful process started. An intelligent control 
of the flow of men, money,-and materials would be imposed, instead of 
having the blind panic heretofore ensuing on the first appearance of the 
frantic demands of war. The Draft Board would have before it the 
rulings of the Priority Committee, together with the estimated needs of 
every business and profession in its relationship to the conduct of the 
war, and men would be selected accordingly. The Draft Board could 
more intelligently decide, with the advice of the Priority Committee, 
many of the problems with which it would be faced. There would be no 
sending of men to the trenches who were needed for expert industrial 
war-work and then bringing them back again. Businesses not necessary 
to the winning of the war would be curtailed. The Draft Board would 
have that information before it. 

The prices of all things being fixed, the Price Fixing Committee 
would make any necessary adjustments, as was done during the war. 
Under the system used in 1918 these prices were made public and ad- 
justed every three months, so that any consumer or producer had his 
day in court when he considered prices unfair. Those who complained 
that during the war prices were too high had this ready recourse to 
hand. 

In the meantime all the industries of the country would have been 
mobilized by the formation of committees representative of each in- 
dustry, as was done in the World War. Over them would be placed a 
government director or commodity chief. The various government de- 
partments would appoint committees representing their requirements, 
so that on one committee the resources of the nation would be repre- 
sented and on the other the demands of the Government. The govern- 
ment director would stand between to decide, in conjunction with the 
Priority Committee, to what department supplies should go. 

Money would be controlled and directed like any other resource. 
‘Taking the profit out of war’ is not synonymous with ‘conscription of 
wealth,’ as itis sometimes regarded. The latter is a theoretical project, 
prohibited by our Constitution, contrary to the spirit of our social and 
political institutions, and impossible in practice. Taking the profit out 
of war is an orderly and scientific development of the economics and 
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conduct of modern war, necessary to the effective mobilization of na- 
tional resources and indispensable to equalizing the burdens of war 
among the armed and civilian population. Born of experience and 
proved by practice, it removes some of the most destructive con- 
comitants of modern war—the confusion and waste incident to war- 
time inflation. 

This term ‘conscription of wealth,’ used by so many, has created a 
hope among those of socialistic tendencies, and a fear among those 
who, like me, believe in our system based upon personal initiative and 
reward, of a taking of money, without payment, for the use of the State. 
Neither the hope nor the fear is justified by the recommendation herein 
contained or by our experience in the war. The use of money should be 
controlled and directed in a national emergency. A man should no more 
be permitted to use his money as he wishes than he should be permitted 
to use the production of his mine, mill, or factory except through the 
general supervising agency. This was being done toward the end of 
the war. 

During the final phase of the World War no man or corporation or 
institution could raise money without the approval of the Capital Issues 
Committee of the Treasury Department, which committee in turn would 
not permit the borrowing of money unless the War Industries Board 
approved the use to which it was to be put. Thus the City of New York 
was not permitted to spend $8,000,000 for the building of schools. The 
City of Philadelphia was prevented from making improvements that 
in peace time would have been necessary but in war time were not. 
Various states, counties, and cities, and a vast number of private con- 
cerns, were denied the use of money and materials for purposes not 
necessary for the winning of the war. Hach part of the community 
had to adjust its wants to the whole great undertaking. 
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There have been a great many bills introduced into Congress on the 
subject of industrial mobilization, some sponsored by great organiza- 
tions like the American Legion, and others by newspapers and pub- 
licists; but it is surprising how little knowledge there was, on the part 
of those who drew up the bills, of the practicability and feasibility of so 
mobilizing our resources that it would be impossible to make as much 
profit in war as in time of peace. Take into consideration the fact tha 
the following things were being done in 1918 :— 

General Crowder, who was in charge of the draft, had asked the 
chairman of the War Industries Board where he could obtain additional 
men needed for the Army in France with the least possible dislocation 
of the war-making industrial civilian machinery, and we were in the 
process of replacing male labor with women. By a system of priorities, 
the Board was allocating to our own Army and Navy, to the Allies, 
and to the essential war industries, the things they required. It was 
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making priority rulings as to transportation, and they were being 
followed out by the Railroad Administrator. The Fuel Administrator 
distributed fuel only on the rulings of the War Industries Board. The 
Board was engaged in disentangling and removing the many conflicts 
and competitive efforts involved in labor and buildings that had pre- 
viously occurred because of lack of any co-ordinating agency. It was 
allocating power and making regulations for the hitching-up of scattered 
units of power. It was changing munitions orders from congested to 
less congested districts. It had actually carried into effect an order that 
no building involving $2500 or more could be undertaken without the 
approval of the War Industries Board. No steel, no cement, no material 
of any kind could be used for any purpose whatsoever unless the War 
Industries Board permitted it. No steel company could sell over five 
tons of steel unless approved by the Director of Steel. The Treasury 
would not permit the raising of money for any industrial or financial 
operation unless it was approved by the War Industries Board. The 
President issued an order that no commandeering should be done by 
the Army, the Navy, Shipping Board, or Food Administration without 
the approval of the chairman of the War Industries Board. Every raw- 
material industry, and indeed practically every industry in the country, 
was organized through appointment of committees, and none of these in- 
dustries would do any business except under the rulings promulgated 
by the Board. Standardization in every industry was rapidly proceed- 
ing. These rulings were made known through the issuance of official 
bulletins at irregular intervals, and were distributed by the press. We 
were endeavoring to arrange it so that the fighting forces were to 
receive those things which they needed and no more, so that whatever 
was not actually required at the front was left to civilian purposes. 
Industries were curtailed, but never destroyed; skeletonized, but never 
killed. Indeed, the use of men, money, and materials was rapidly being 
brought into exactly that condition which I have previously stated to be 
necessary in case of another war. 

If, in addition to this, the President in the future has the authority 
to fix prices and distribution of materials and labor, rent, and the use of 
man-power, transportation, fuel, and all the things necessary for the 
conduct of the war, any rise in prices will be prevented, even in antici- 
pation of war. There are many who claim that war is caused primarily 
by the desire of profit. I am not one of those; but if there is anything 
in this contention this plan will remove the possibility of anybody 
urging war as a means of making profits. Even if there are no men 
who desire war as a means of making profit, the fact that profits would 
be less in war than in peace, and wealth and resources would be directed 
by the Government, might have some active deterring influence on men 
of great resources. Instead of being passive, they might become active 
advocates of peace. 

There are many people who are, for various reasons, afraid to dis- 
cuss the subject during peace time, and prefer to wait for war. There 
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are also some great manufacturers who oppose any such plan because 
they were seriously interfered with during the war time. Indeed it has 
been the experience of some of those responsible for the industrial 
mobilization in the World War to remain the objects of venomous at- 
tack begun during the time that the necessities of the nation made it, 
imperative to control activities and profits. Some critics were promi- 
nent manufacturers who said: ‘Tell us what the Government wants, 
and we will fill the orders; but don’t interfere with the sale of the part 
of our product that the Government does not want to use.’ That was 
unthinkable. President Wilson decreed that fair prices for the Gov- 
ernment were fair prices for civilians. I must say, however, that the 
vast majority of American manufacturers rose to the situation in such 
a splendid way as to bring the following commendation from Woodrow 
Wilson: ‘They turned aside from every private interest of their own 
and devoted the whole of their trained capacity to the tasks that sup- 
plied the sinews of the whole great undertaking. The patriotism, the 
unselfishness, the thorough-going devotion and distinguished capacity 
that marked their toilsome labors day after day, month after month, 
have made them fit mates and comrades to the men in the trenches and 
on the seas.’ 

There are many men who are afraid that the adoption of this plan 
by Congress would give an impetus to socialism or communism or 
sovietism or whatever they may call it, because, they say, ‘if you show 
it can be done in war time, there will be a demand that it be done in peace 
time.’ It cannot be done in peace time. There can be no great under- 
taking without a strong moving cause. In peace time the moving cause 
is personal initiative and payment for services performed. The sub- 
stitute for that in war time is the common danger. 

The War Industries Board was the foremost advocate of price- 
fixing and distribution, and it had great power in this field; but when 
the Armistice came it recognized that peace conditions were being re- 
stored, and it was the first to change the war-time order of things and 
to leave to the people themselves the readjustment of their affairs. I 
am satisfied that it is impossible for the Government to do in peace time 
what I am advocating, although it becomes absolutely necessary in 
order to conduct a modern war successfully and to conduct it on a non- 
profiteering basis. 

The application of this plan, besides making the nation a coherent 
unit in time of war, would impress upon every class in society a sense 
of its own responsibility in such event. If it were known that this 
universal responsibility would be enforced, no class—social, financial, or 
industrial—could fail to understand that, in case of war, it would have 
to bear its fair share of the burdens involved, and would have to make 
sacrifices of profit, convenience, and personal liberty correlatively with 
those made by the soldiers in the field. To this extent the plan would 
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act as a positive deterrent to any hasty recourse to force in an inter- 
national controversy. 

One thing that has definitely come from the war is the necessity of 
arranging affairs so that a portion of the population shall not be sent 
to the front to bear all the physical hardships and their consequences 
while others are left behind to profit by their absence. If applied at the 
outbreak, the War Industries Board (as it was functioning at the close 
of the World War) would prevent this, and lessen, if not remove, the 
social and economic evils that come as the aftermath of war. 
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A memorandum submitted to the Joint Congressional and Cabinet 
Commission, known as the War Policies Commission. 


March 6, 1931 
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A. 


I take it that we are of the common belief that war ought to be 
avoided if possible, but that we must plan in such a way that, if war 
comes, we shall meet the enemy with our maximum effectiveness, with 
the least possible injury and violence to our people, and in a manner 
which shall avoid inflation and waste. Our plans should eliminate war 
profiteering and they ought to provide that each man, thing and dollar 
shall bear its just proportion of the burden. They should be designed 
to avoid the prostrating economic and social aftermath of war and, 
finally, they should be laid with full recognition that modern war is a 
death-grapple between peoples and economic systems rather than con- 
flict of armies alone and to that end we should merit for industrial 
America something of what Field Marshal Von Hindenburg in his 
retrospect of the World War had to say of its efforts in 1918, 


‘“‘Her brilliant, if pitiless, war industry had entered the 
service of patriotism and had not failed it. Under the compul- 
sion of military necessity a ruthless autocracy was at work and 
rightly, even in this land at the portals of which the Statue of 
Liberty flashes its blinding light across the seas. They under- 
stood war.’’ 


B. 
Scope of Inquiry and Feasibility of its Purpose. 

The principal requirements of your organic Joint Resolution are 
that you consider and report whether a Constitutional amendment is 
necessary : 

(1) To authorize Congress to take private property for public 
use during war; 


(2) To remove the profits of war; 
(3) To equalize the burdens of war; 


and 
(4) To consider and report policies to be pursued in war. 


The Committee is not to consider conscription of labor. 
For purposes of discussion I venture to paraphrase the subject of 
inquiry thus: 
‘‘A plan to mobilize effectively the resources of the nation 
for war which shall eliminate war profiteering, prevent war- 
time inflation, and equalize war-time burdens.’’ 


I assume that, if a Constitutional amendment is not necessary to 
this end, a recommendation of policies is nevertheless desired and also 
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that such policies should provide for war profits at a lower rate than 
peace profits, 

Since there was never a war without inflation, profiteering and 
unequal burdens, the resolution seems a large order, but it is with no 
hesitation that I can say from our own experience in the World War 
and from methods that were actually in practice here at its close that 
the ends sought are possible of attainment and that means to those 
ends are simple. This is neither dream nor theory. I shall recommend 
no principle that was not in actual practice and accomplishment in 
191s, 


C. 
Requirements of Modern War. 


Prior to 1870 nations hazarded their existence in reliance on small 
fractions of their strength. In the Franco-Prussian War, Germany 
showed some dim conception of what she called the ‘‘ Nation in Arms”’ 
by which was meant that, in war, her entire resources of men, money 
and things should suddenly become a compact instrument of destruc- 
tion. The true intendment of this conception was fully grasped by 
none of the belligerents in 1914 and became clearly apparent only in 
the last months of the World War. 

What it really means is that in the next major conflict the entire 
population must suddenly cease to be a congeries of individuals, each 
following a self-appointed course and become a vast unitary mecha- 
nism composed, in our case, of some hundred and twenty-five million 
co-related moving parts all working to the end of directing practically 
all our material resources to the single purpose of victory. Modern 
war requires that the full power of the nation be exerted in the shortest 
possible time not only to the violent beating down of the enemy by any 
destructive material force we can invent or use, but also to every 
process of slow and often insidious economic strangulation and political 
isolation that we can devise and administer. 

The battlefield effort (while now only a part of what we shall be 
called upon to do) has become of itself a monstrous thing. Twentieth 
Century means of transportation, communication and supply have 
made possible—and therefore necessary—the massing of men in 
numbers never before deemed possible. The accelerating progress of 
science has created destructive forces which require for their use or for 
defense against them the products of practically the whole of industry 
in quantities many times those required for the uses of peace. Thus 
war requires that, at the very moment when productive effort is 
deprived of millions of men for military service, the country’s facilities 
for production must be speeded up to disgorge unprecedented volumes 
of supplies. Civilian morale becomes as important as military morale 
and it is necessary to make this cosmic change with the least practicable 
interference with the normal life of the nation. Furthermore, the 
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increasing dependence of each principal nation on uninterrupted con- 
tacts with practically all other nations entails the necessity—for both 
offense and defense—of an economic strategy and an intense economic 
tactics which must include practically every other nation—hostile or 
neutral—in its far-flung application. 

No such results as these are at all possible without a sanction, 
control and leadership in industry sufficient to organize and deal with 
it as practically a single unitary system instead of a highly competitive 
community. Once this unity is attained, however, experience has shown 
beyond question that the mobilized industry of America is a weapon of 
offense or defense far more potent than anything the world has ever 
seen—more terrible, I think, than the mind of any man has ever 
imagined. 

War on this vast modern scale, has hitherto so violently disturbed 
the pattern of the normal economic structure of belligerent nations 
that, regardless of the side with which rests military victory, the 
aftermath of struggle prostrates both the conqueror and the conquered. 
With these most serious considerations you must deal. They depend 
on principles which we seem loath even to talk about—much less to 
provide for. These principles, while generally conceded in a vague 
uncomprehending way, are hardly understood at all. Yet they are of 
such sinister and overwhelming importance that the neglect of them is, 
in my opinion at least, one of the most threatening aspects of our gov- 
ernmental policy. From my experience I am convinced that it is quite 
possible to prepare, in peace, plans that will make the transition from 
Peace Industry to War Industry without serious disruption, to carry 
on the feverish industrial activity of war with the least possible harm 
to civilian morale, to accomplish all in the economic struggle that we 
shall ever need to accomplish and, even with all this, to lessen the 
destructive after-effects of major conflict. It is for these reasons that 
I regard the work of this Commission very seriously and that I am 
much gratified to be able to lay before it the results of the experience 
of the War Industries Board in the World War. 


D. 
Preventing War Inflation. 


The following sequence has attended every major conflict in 
history: 
(1) Shortages of services and things develop rapidly. 
(2) Competitive bidding among the procurement agencies of goy- 
ernment and, in the last war at least, other procurement 


agencies, and for the civil population send all prices into a 
rapidly ascending spiral. 


(3) Expenses of government multiply. The abnormal need for 
money requires vast issues of certificates of governmental 
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indebtedness. The inherent threat of destruction of govern- 
ment impairs national credit. The combination of all these 
things rapidly debases the exchange value of money thereby 
still further increasing the prices of things. The consequent 
destruction of buying power in the markets of the world 
begins almost immediately to impair the economic strength 
of the nation in the conflict. This sapping of economic 
strength will; in future wars, be the determining cause of 
defeat. As Ludendorf has so bitterly complained his military 
front remained impregnable long after what he called ‘‘the 
home front’? had crumbled. Destruction of civil morale 
defeated Germany. 


This process intensifies as time elapses with the following 
inevitable results: 


(1) Destruction of domestic morale through a just and bitter 


(2) 


resentment by soldiers, their families (and indeed by all per- 
sons of fixed income) at the spectacle of grotesquely exag- 
gerated profits and income to those engaged in trade or in 
services for sale in competitive markets and the constantly 
increasing burden of bare existence to all those who are not 
so engaged. This is the greatest source of complaint of 
‘‘ynequal burdens’’. The present demands for ‘‘equalizing 
burdens”’ and ‘‘taking the profit out of war’’ both go back to 
this single phenomenon of war inflation. There is no more 
important problem to solve—whether we consider it purely 
as a means to maintain the solidarity and morale of our 
people, or as the basis of our economic strength for war pur- 
poses, or to avoid war’s aftermath of economic prostration, 
or on the broader grounds of humanity and even handed 
justice. 


The inflationary process affords opportunity to individuals 
and corporations to reap profits so large as to raise the sug- 
gestion of complacency if not of actual hospitality toward the 
idea of war. That any human being could be persuaded, by 
prospect of personl gain, however magnificent, to invoke the 
horrors of modern war is almost unthinkable, nevertheless 
the certainty that war could never result in the enrichment 
of any man would give us all security and comfort. 


(3) Inflation enormously increases the cost of war and multiplies 


burdens on the backs of generations yet to come. The war 
debt of the nation is necessarily incurred in terms of debased 
dollar values. In the inevitable post-war deflation the debt 
of course remains at the inflated figure. Thus the bonds that 
our government sold in the World War for fifty-cent dollars 
must be paid through the years by taxes levied in one hundred 
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cent dollars. For example, our total war expenditure was 
$39,000,000,000 incurred in terms of 1917, 1918, 1919 and 1920 
dollars. In terms of the purchasing power of 1913 dollars it 
would have been only $13,000,000,000., or in terms of 1930 
dollars probably not more than $15,000,000,000. Such a 
grotesque result would be almost unbelievable were the figures 
not living facts. If anything can be done to avoid this prac- 
tical doubling of the economic burden of war certainly we 
should spare no effort to accomplish it. 


When we entered the World War, the frantic demands and uncoor- 
dinated counterbidding of our future associates in war had already 
distorted our own price structure out of any semblance of its normal 
scheme. In other words there was a robust inflation here before we 
ever entered the war. Furthermore, nearly twelve months elapsed 
after our declaration before we had evolved controls and organization 
capable of coordinating our own and our associates’ procurement 
activities and of controlling price. Notwithstanding this delay and the 
dimness with which controlling principles were at first perceived, we 
did, in 1918, arrive at a method which checked the process of inflation 
in America and kept it in check until all controls were released in 
November 1918. It is to this experience that I refer when I say that 
we have proved in practice a method to control inflation. That proof 
convinces me that it would also prevent inflation if applied at once 
upon the advent of war and before the inflationary process begins. 

To measure inflation of price and profit we must have some norm. 
The obvious norm is the whole price structure as it existed on some 
antecedent date near to the declaration of war on which the normal 
operation of the natural law of supply and demand can be said to have 
controlled price. That determined, we need a method of freezing the 
whole price structure at that level. The obvious way to do this is 
simple:—by proclamation to decree that every price in the whole 
national pattern as of that determined date shall be the maximum 
that may thenceforth be charged for anything—rents, wages, interest 
rates, commissions, fees—in short, the price for every item and service 
in commerce. 

In these few words reside the basic principle of war control of 
national industry and of the present suggestion for elimination of war 
inflation in America. The superficial objection is—‘‘You propose to 
repeal the law of supply and demand.’’ We may as well take this bull 
by the horns. In modern war administrative control must replace the 
Law of Supply and Demand. 

In the national pattern of peace, all economic forces are operating 
under the work-a-day influences of that natural law. Prices, produc- 
tion and finance all are factors of competition—in other words, of that 
law. But in peace, the various parts of what will eventually be the 
economic engine for war are neither coordinated nor subject to any 
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single guiding control. Indeed, to prevent such combination and con- 
trol is the basic effort of peace-time administration. “‘Competition 1s 
the life of trade.’’ 

Suddenly war appears. The whole tempo, volume and quality of 
the force of demand becomes distorted. Things that yesterday were of 
no great importance (e. g., toluol, picric acid and sodium nitrate) 
suddenly become the aim of all endeavors. As to these as well as to all 
other fundamental commodities there is an almost instantaneous short- 
age. Now, in peace-time shortage, the highest bidder takes all. That 1s 
the law of supply and demand. In war—at least in major modern war 
—we cannot permit this. The government must assume control of the 
whole supply and ration and apportion it—not to the longest purse 
but to the most necessitous use. Furthermore, the distinguishing char- 
acteristic of peace-time economic operation is competition and basic 
prices are largely determined thereby. Also it is literally the object of 
one great competitor to secure as great a proportion of all business as 
possible. Under war conditions the entire process is reversed. There 
is more business than all the facilities of the country can handle. 
Competitors must become cooperators in order to meet the very mini- 
mum demand for shortage items. Control of this cooperation rests in 
government. Thus, both because governmental determination (and not 
price) controls demand, and because only complete cooperation (and 
not competition) can produce supply in sufficient quantity, the law of 
supply and demand adjourns itself. 

These principles apply to shortage items. The crystallized price 
structure is a schedule of maxima. Items in ample supply are left free 
to fall below the fixed price level. 

Furthermore, this provision, which places control of and responsi- 
bility for supply of shortage items in the hands of government by no 
means solves the shortage problem. Under the law of supply and 
demand rapidly increasing demand (and consequent rising price) is 
the force relied upon to provide increased supply. In war we cannot 
wait for this and we cannot stand the waste and confusion incident 
to it. We must use other means such as were very fully developed in 
1918. By way of introduction let us name them: 


(1) Elimination of waste, loss and unnecessary accumulation 
through frantic competition by all procurement agencies, 
which elimination is achieved by a rigorous control and coor- 
dination of them and the funneling of all demand through one 
central control agency. 


(2) Rationing and allocation of shortage items in order that more 
necessitous uses (such as equipment and supply of field 
armies) may have priority in time with careful provision 
against undue hardship to the civil population. 


(3) Conservation, by which is meant; standardization of type and 
design; elimination of any but necessitous uses; prevention of 
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hoarding and accumulation; postponement of all deferrable 
uses thus increasing supply by sharply curtailing demand. 


(4) Substitution—by which is meant substitution of items of 
greater availability for shortage items. 


(5) Discovery of new sources of supply. 


The resiliency of a great people like ours—their capacity to ‘‘do 
without’’ or adapt themselves to new conditions makes the potentiality 
of the above expedients very great. No one who has not seen these 
expedients in operation would be likely to imagine the vast quantities 
of essential commodities, power, storage space, transportation, money 
and labor which can be made available in this way. An explanatory 
word as to some of these expedients may be in order. Conservation is 
among the most effective of war-time expedients. Multiplicity of type 
and design in almost every commodity of commerce wastes a vast 
amount of component material. Had the war gone on another year 
our whole civil population would have gradually emerged (as ward- 
robes and inventories became exhausted) in cheap but serviceable 
uniform. Types of shoes were to be reduced to two or three. The manu- 
facture of pleasure automobiles was to cease. Flaps from pockets and 
unnecessary trim in clothing would have disappeared. Steel had 
already been taken out of women’s corsets. 

The conservation program was of course much broader than this. 
It affected practically the whole field of commodities. We had insti- 
tuted a deferment of every type of building construction except that 
indispensable to the prosecution of the war. We had gasless, meatless, 
sugarless, fuelless days and in ways and methods too numerous to 
mention, we were greatly increasing the supply for essential uses by 
cutting off supply for non-essentials. 

Yet, after all these things are done there will remain unavoidable 
necessity for adjusting the crystallized price structure upward in 
individual cases. We always have low cost producers and high cost 
producers. War requires all producers. This presents the most difficult 
aspect of the problem: 


‘‘Tf we raise the price sufficiently high to pay a reasonable 
profit to the high-cost producer we will thereby create inordi- 
nately high profits to the low-cost producer.”’ 


There are only two alternatives—create a system of bonuses to the 
latter class or limit, by an excess profit tax, the return on invested 
capital to the former class. After exhaustive study during the war, 
the former method was considered impracticable and the latter was 
adopted. The most cogent objection to it is the great variety of account- 
ing systems and the consequent confusion and opportunity to conceal 
profit. Due to the income tax and the increasing ownership by the 
public of the securities of great corporations accounting is now much 
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simpler. Some of the difficulty still remains but it is a hindrance—not 
an insuperable obstacle. 

Besides the necessity of revising some prices upward there will 
also be a variety of occasions for revising others downward. A method 
must be devised to adjust the initial frozen price pattern to the 
changing situation. 

We did this during the war by a Price Fixing Commission which 
reported directly to the President who passed final judgment and 
announced the price. There was nothing in the experience of that 
Commission to suggest that a similar system would not be entirely 
effective in the future. 

The frozen pattern of price will also have to be protected against 
the situation in export trade. If, as is almost certain, the inflationary 
process is in operation in the rest of the world, means will have to be 
applied to prevent extravagant foreign prices from upsetting our 
domestic schedule. Government, in its world economic strategy, must 
have almost plenary control over foreign trade. We shall see the 
agency for such control purchasing for export at the controlled domes- 
tic price, selling in export at world price and using the profit to buy 
necessitous imports at inflated world prices and sell to domestic needs 
at the controlled schedule. 

Of course the basis of the present suggestion is price fixing. The 
student of the economic history of war will say ‘‘There is nothing new 
about this. Every nation with a debased currency has tried to force 
acceptance of it at a fiat figure. None ever succeeded.”’ 

One did succeed. It was the Price-Fixing policy of the World 
War. The distinction between that and previous attempts was that, 
for price fixing in 1918, the whole of industry was mobilized and under 
control of government in a sense never even imagined in any other 
country or in any other war. This I shall later demonstrate. Another 
distinction between all previous attempts with which I am familiar 
(including that of the World War) and the present suggestions is that 
what is here proposed is that we apply the organization and methods 
developed in 1918—not after rampant inflation has run away with our 
economic structure—but at the very outset. 

As illustrative of these distinctions, New York, in the Revolution 
(1 Cook’s New York Laws 1780, p. 210) enacted a law by which the 
profits of manufacturers, wages of mechanics and laborers and the 
prices of a long list of commodities were fixed at a figure ‘‘not to exceed 
twenty fold of the prices paid in 1774’’—the latter date was taken as 
reflecting the normal operation of the law of supply and demand and 
the ‘‘twenty fold’’ as measuring the debasement of the Continental 
currency. Here was an attempt to check inflation after it had occurred. 
The basic idea is the same as the one here suggested, except that we 
now propose to check inflation before it occurs. 

Similarly, in the 1917 Food Control Act, profits in July 1914 were 
set as the maxima for war-time profits of bakeries. The New York 


24 


price fixing was a failure. The Food Control Act succeeded. Why? 
The former was a fiat with no adequate means of enforcing it. The 
latter was backed by the whole system of licensing, commandeering 
and regulating powers slowly evolved by our War Administration. 

A re-creation of that Administration at the very outset of another 
war would insure the success of the suggestions here advanced. 


E. 
The “Nation nm Arms.” 


Your resolution requires you to recommend policies to be pursued 
in event of war. President Wilson once stated such a policy thus: 


‘“‘The power against which we are arrayed has sought to 
impose its will upon the world by force. To this end it has 
increased armament until it has changed the face of war. In the 
sense in which we have been wont to think of armies there are 
no armies in this struggle. There are entire nations armed. 
Thus the men who remain to till the soil and man the factories 
are no less a part of the army that is France than the men 
beneath the battle flags. It must be so with us. It is not an army 
that we must shape and train for war; it is a nation.”’ 


In specific terms what we seek is 


(1) The adequate supply to our fighting forces of every item in 
the vast congeries and astonishing volume of things required 
for modern armies, navies and air fleets, when they want tt, 
where they want it and in the quantity they want tt. 


(2) Provision to meet this tremendous additional task of our 
industry without undue dislocation of its normal functions 
and without too rigorous deprivation of our civil population. 


(3) Maintenance of superiority of economic strength vis-d-vis the 
whole world to the end that we may not fail in the economic 
struggle which in modern war has become almost if not quite 
as vital as military conflict. 


(4) Avoidance of the economic and social aftermath of war. 
We have already lightly touched some of these subjects. Some 


repetition is necessary. I shall endeavor to keep it at a minimum. 
The first problem is how to mobilize our industry. 


Industrial mobilization requires: 


(1) The creation of a central control agency charged with the 
entire problem of industrial mobilization. It must: 
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(a) provide an immediate and effective organization of 
both supply and demand; 


(b) insure proper functioning of the interior control of each 
such organization and constantly regulate them both; 


(c) bring them together, compose their differences and 
insure the uninterrupted flow of goods from one to the 
other. 


F. 
Central Agency to Control Industrial Mobilization. 


It is impracticable to maintain in peace any such powerful agency 
as is necessary in war to administer the gigantic effort of national 
economic mobilization. We should prepare a complete plan for such 
an organization but even that must be in the broadest of terms. It is 
impossible to foresee the precise circumstance and requirements of 
any future war. Perhaps a skeleton organization might be provided 
for—merely to insure the development of a personnel. The Congress 
has attempted to do this by making the Assistant Secretary of War 
responsible for making plans for industrial mobilization. Devoted 
work has been done in the War Department but there is some danger 
in this method. It is absolutely impracticable for the War Department 
to control industrial mobilization because: 


(a) It is an economic problem requiring the ablest leadership in 
industry and utterly unsuited to military administration. 


(b) The central control agency must act as arbiter of conflicting 
demands—the greatest of which is that of the civilian popula- 
tion. No single competitor such as the War Department 
should be entrusted with such arbitration. 


(c) The job of the War Department is our armed forces. That is 
a big job. To pile on top of it the task of economic mobiliza- 
tion would insure the failure of both. 


There is an inevitable tendency in the War Department to forget 
these principles even in planning. Their function is to say what they 
want and when and where they want it. The job of industrial control 
is to see that they get it strictly on their specification. We must neither 
militarize industry nor industrialize the army. While I do not advocate 
change in the present law, the facts just stated should forever be 
borne in mind. 

These and other considerations are of equal force against any 
thought of calling upon any peace-time agency to assume this task. Our 
industry must, at last analysis, mobilize itself. What is required is 
leadership of a type that will persuade cooperation in every branch. 
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This leadership must be backed by sanctions of far greater force than 
can or ought to be used in peace. It is a spontaneous sort of function 
utterly inappropriate to any imaginable form of bureaucratic 
organization. 

The War Industries Board was slowly developed by a method of 
trial and error during the war. Its organization was as follows: 


(1) The Chairman. 


All the power of the War Industries Board and complete and 
undivided responsibility for the performance of its tasks were vested 
in the Chairman. 

The Board was composed of the heads of its grand divisions plus 
a representative of the Army, the Navy, and Labor, a legal adviser, 
and, when necessary, the heads of other war administrations were 
called in—they were always in intimate contact through representa- 
tives on grand divisions of the Board or otherwise. 

This organization was created on the principle ‘‘Committees for 
counsel—a single responsible head for action.’’ The Board members 
had no vote. The object was to obtain their views, to discuss their 
problems in common council and to coordinate their action. As a 
matter of practice there was never a lack of unanimity and the Chair- 
man never was called upon to overrule a member. This organic prin- 
ciple was carried down through every committee and commission of 
the Board. The chairman of each was individually and solely respon- 
sible and he had undivided authority. As some one has facetiously 
said this principle kept the Board from being long and wooden. 

The very essence of the Board’s positive control of industry lay 
in three of its functions: 


(1) the termination of priorities 
(2) its exclusive control over commandeering 
(3) power to fix the price of basic commodities. 


(2) Priorities. 


The government, through the Railroad Administration controlled 
transportation. Because of the power of government to commandeer 
supplies and facilities (in some small part definitely expressed by 
statute delegating some of it to the President and, in large and com- 
pletely comprehensive part, generally known to reside in Congress) 
every producer in the country was aware that failure to cooperate with 
the war measures of government might, and very probably and 
promptly would, result in the appropriation by government of all that 
he had. These two sanctions enabled government to obtain complete 
compliance by industry with the orders and regulations of the Board. 

Practical regulation was achieved as follows: 

Principal shortages were in transportation, power, fuel and basic 
raw materials. In general, the Board prescribed that nothing of these 
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and the other shortage items should be furnished by a supplier to any 
manufacturer who did not have a so-called Priority certificate. To 
obtain such a certificate of any grade, every manufacturer had to make 
to the Priority Division of the Board, a satisfactory showing that his 
proposed use of these materials was one determined by the Board to be 
essential to the winning of the war. 

The flexibility of this system was very great. Priorities could be 
granted to whole classes of industry or they could be restricted to only 
a few producers. Priorities were graded from those of the most urgent 
necessity to those only slightly preferred to normal uses. One of the 
essential conditions of any priority order was that the recipient must 
agree to abide by all governmental regulation on pain of forfeiture of 
his priority. 

The Priority System proved effective beyond the hopes of its 
proponents. It affords a method of almost instantly marshalling the 
industries of the country and thereafter synchronizing and controlling 
their operation in a far more effective way than if the government were 
in actual control and operation of any of them. 

The criterion of the Priorities Administration was that of relative 
essentiality. Its power to support essential industry and to curtail or 
cut off less essential uses was very great. By such curtailment or sup- 
pression, it released vast quantities of supplies, labor, transporation, 
power and money to necessitous uses. By the very complete conspectus 
of relative need and available facilities and supplies which necessarily 
developed under its hands, the Board was enabled to know very 
definitely the location, size and emergency of most of its major prob- 
lems. By the utter dependence of both supply and demand on priori- 
ties, regulation and coordination of both was greatly facilitated. It 
rendered relatively simple that which (at first sight) seemed complex 
beyond hope of effective administration. 

Other methods of control were used by other war administrations 
—the most usual being the licensing system typical of Food Adminis- 
tration practice. In this case the statute required a license by the Food 
Administration to certain classes of manufacturers and distributors of 
food and it was unlawful for these classes to do business without such 
license. Like priority orders, these licenses were granted only on con- 
dition that the recipient would abide by governmental regulation and 
were revocable on failure to comply with such conditions. 

This system accomplished the same ends as the Priority System 
but I have always regarded the latter as the more flexible. 


(3) Commandeering. 


The true basis of our control of industry was the latent (and in 
part expressed) power of Congress to commandeer. Portions of this 
power had been expressed in statutes and delegated either to the Presi- 
dent or to other agencies. There was some initial confusion in the ex- 
ercise of these delegated powers (or the threat of such exercise) by 
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uncoordinated users of it. The President finally ordered that no com- 
mandeering order should issue without approval of the Chairman of 
the War Industries Board. 

This provision is absolutely essential. The final essence of con- 
trol of all industrial activity must be lodged in a single responsible pair 
of hands. If there be one single authority charged with 


(a) Determination of Priority 
(b) Commandeering 
(c) Price Fixing 


then the details of the integration of various war administrations be- 
come of less importance and a great flexibility is permissible. 

Thus in 1918 we had nine major war administrations. Each of 
them reported separately to the President. Each was set up in- 
dependently of the others. The War Industries Board administered 
everything not controlled by others. For example, one of its functions 
was control of the Iron & Steel Industry. It is difficult to see why that 
industry should have been treated in a manner different from that used 
for the Fuel industry. In strict theory, I suppose it could be said that 
proper coordination and control would have dictated the grouping of 
all these administrations into a single central control agency for war 
administration. 

As a matter of practice no conflict ever arose. I attribute this to 
the fact that in the War Industries Board was centered the essence of 
all control—Commandeering, Priority and Price Fixing. All the ad- 
ministrations were in the hands of very capable men. Methods did not 
differ greatly. The whole structure was synchronized and coordinated 
by the fact that essential control in the three functions just named was 
centered in one place. 

The actual process of commandeering was simple. A Com- 
mandeering Committee was set up to determine the question of just 
compensation. It was provided that every commandeering order should 
be signed by the Chief of the Priority Division (representing the Chair- 
man of the Board) and by the Army and the Navy representatives on 
the Board. 

In practice the power to commandeer was very rarely used. It 
remained in the background as the effective persuasive force which 
vitalized the whole program of regulation. 


(4) Price Fixing Commission. 

The Price Fixing Commission included the Chairman of the War 
Industries Board, the Fuel Administrator, the Labor Member of the 
Board, a member of the Tariff Commission, representatives of the 
Army and the Navy, a representative of Agriculture and a Chairman of 
the Commission. 

In practice, prices were fixed by agreement. When a necessity 
arose to consider a price the expert staff of the Federal Trade Commis- 
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sion was called in to investigate costs. The particular branch of indus- 
try affected was represented either by the appropriate War Service 
Committee, hereinafter described, or otherwise as it should elect. 
Organized demand was represented by the appropriate Commodity 
Committee of the Board and the procurement officials directly affected. 
The Commission itself sat in a quasi-judicial capacity. While doubtless 
the resulting ‘‘agreement’’ as to particular price schedules was some- 
what influenced by the latent control of the Board there has never been, 
to my knowledge, any charge that prices so determined were either dis- 
criminating or unfair to industry on the one hand, or burdensome and 
extravagant to the public interest on the other. Prices were fixed for 
stated periods and subject to revision on hearings. 

The President finally passed upon the agreed price and announced 
it to the public. 

With the whole price schedule crystallized at the outset, as is here 
suggested, the function of the Commission would come into play only 
when necessity appeared for changes in the fixed maximum prices. 
Price control would be much simplified. 


(5) Commodity Committees. 


Industrial production falls into two natural classifications—raw 
material and finished products. The Board had a division for each. 
The head of each division had under him a group of so-called com- 
modity committees—one for each principal grouping of commodities. 
There were in all sixty of such committees. In the raw materials divi- 
sion, for instance, there was one committee for iron and steel; one for 
each, copper, zinc and brass, one for each of the ferro alloys, one for 
each principal metal and chemical and so forth throughout the whole 
list of raw materials. Under the Commissioner of Finished Products 
there were similar committees for finished goods, as, for example, one 
for each; machine tools, cranes, chains, boots and shoes, cotton goods, 
and so forth throughout the whole list of products. 

Each committee was composed of—a chairman expert in the subject 
assigned to it but divorced from financial interest in any company within 
it. Representatives of each procurement agency were members and 
also such assistants as the Chairman or Chief might choose. 

The method of functioning of these committees is more fully 
described under the heading of ‘‘Organization of Demand’’. Briefly, to 
each of them was assigned responsibility for supervision of both 
organized supply and organized demand in the subject assigned to it. 
They studied requirements, investigated sources of supply, suggested 
conservation, priority, curtailment and price schedules, worked out 
means to increase supply or render it more available, brought supply 
and demand into contact, allocated facilities, regulated prices in con- 
tracts and were responsible for delays in production due to failure of 
transportation, power and fuel, raw material or labor supply. Most 
problems were settled by conference between those affected but, where 
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something more was needed, each committee was merely auxiliary to the 
Grand Divisions of the Board and, at the call of the Chairman of the 
_ Committee, the whole vast power of the Board was instantly available 
_ tohim. The Commodity Committees were thus the working points of 
the Grand Divisions of the Board, just as those Grand Divisions con- 
stituted the support and sanction of the Commodity Committees. 

Opposite to each Commodity Committee of the Board was a War 
Service Committee—more fully described under the heading, 
‘‘Organization of Supply.’’ These committees were the ‘‘war over- 
head’’ of each branch of organized industry—which branches fell into 
the same classifications as the Commodity Committees of the Board. 
They were usually composed of the leaders in the branch of industry to 
which each pertained. While the War Service Committees were purely 
voluntary on the part of each industry, no industry could afford to 
neglect their formation since they were the most efficient if not the sole 
method of organized representation at the seat of power and were thus 
quite as necessary to industry as to government. 

Thus with organized Demand classified and represented by mem- 
bership on each Commodity Committee of the Board and organized 
Supply classified and represented by a War Service Committee in daily 
contact with the Board, and with the powerful and searching power of 
the Grand Divisions of the Board behind each Commodity Committee 
—control of both supply and demand were systematized, sufficient and 
complete. 


(6) Conservation. 


The function and effects of conservation have been sufficiently 
described. The organization consisted in another Division of the Board 
which surveyed the whole field of possibilities and instituted the studies 
that were necessary to arrive at decisions. The projects thus instituted 
as policies were perfected and executed through the Commodity Com- 
mittees, which were able to move systematically on a broad front 
through the whole of organized industry and bring matters to conclu- 
sions with a rapidity not possible in peace time administration. Here, 
also, regulation once promulgated had the whole power of the Board 
behind it and was invariably effective. 


(7) New Sources of Supply and Substitution of Uses. 


Enough has been said in description of the Commodity Committees 
and the Grand Divisions of the Board to make clear, with a word, its 
other principal functions. 

Whenever shortages developed in any item there was immediately 
instituted a searching study of substitution and new sources. These 
studies were carried out simultaneously through the whole fabric of in- 
dustry by the Commodity Committees. When such study indicated new 
foreign sources, the power of the Board in the field of international 
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economic strategy was immediately called into play. Some of the in- 
cidents of this administration were almost romantic. We withheld 
Swedish iron from the Central Powers by buying it ourselves, persuaded 
Chile to disgorge nitrates by the discovery that her gold reserve was 
sequestrated in a Berlin bank, cajoled from Spain the mules she had 
refused us by dangling before her a supply of ammonium phosphate for 
which she was starving, procured jute at a reasonable price by threaten- 
ing to cease the withdrawal of silver dollars from our monetary circula- 
tion which we had done to stabilize Indian currency, etc., etc. It was a 
varied control and we were enabled to exercise it solely because of the 
perfection of economic organization which was erected on the principles 
here advocated. 


(8) Industrial Control outside the Board. 


There were nine War Administrations outside the War Industries 
Board. They will be discussed here only as their functions contribute 
to the principle of economic administration here considered. 


(a) The Control of Money. 


Money was controlled on exactly the theories here described for the 
control of other commodities. 

A Capital Issues Committee was constituted and the sale of all 
securities in our money market was practically prohibited without the 
approval of this Committee. Such approval was given only when the 
purpose of the issue was for an effort or enterprise contributory to vic- 
tory and consonant with the policies here outlined. 

A War Finance Corporation was created to provide federal finan- 
cial assistance to essential enterprises. A moment’s reflection will 
reveal the universal principle of the present suggestions at work here. 
The short supply was being rationed and allocated to essential uses. 
Priority was being given such uses. Conservation was being practiced 
by interdicting the use of money for non-essential uses. When these 
other means were insufficient additional supply was provided by the 
War Finance Corporation. The net effect is to: 


(1) Increase the available supply of money. 

(2) Prevent inflation by inhibition of competing, conflicting and 
wasteful uses. 

(8) Add strength and flexibility to our whole fiscal structure. 


What is the use of vain talk of drafting dollars when dollars can be 
made to serve every purpose of government by the regulation of their 
use? 

This fiscal administration was carried on in such close relation with 
the administration of the Board and in such complete accord with, and 
support of, its policies that it might as well be considered as having been 
a part of the Board organization. 
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(b) The Control of Man Power. 


To the extent that the interdiction or curtailment of less essential 
enterprises and the whole priority and conservation programs of the 
Board affected the supply of labor, that supply was in control of the 
Board. But the great central administration of man power was (under 
the Selective Service Law) in the hands of the Provost Marshal General. 

The Selective Service Law classified most of the able-bodied men 
of the nation in the inverse order of their necessity to industry and 
agriculture and then made those in the advanced classes liable to selec- 
tion for military service. It left key men in industry untouched but it 
made great inroads into the available supply of industrial labor. 

_ In practice the Provost Marshal General kept in close touch with 
the Board. He placed in deferred classes those groups of men who 
were employed in important positions in industries determined by the 
Board to be essential. Before planning particular drafts he consulted 
with the Board to determine where to get them. 

But there was in the Selective Service Law a provision profoundly 
affecting the labor supply which was not utilized until the spring of 
1918 when it first saw the light of day as the famous ‘‘ Work or Fight”’ 
order. 

Even in the classes under the draft which were otherwise available 
for military service there were hundreds of thousands of able-bodied 
men who, by reason of their domestic relations or of late members in 
the list prescribing the order of call, were deferred temporarily or com- 
pletely. The ‘‘Work or Fight’’ order merely said to these men, 


‘‘No matter what the grounds for your deferment may be, 
unless you are faithfully, continuously and usefully employed in 
a capacity and for an enterprise determined by the government 
to be essential to the prosecution of the war your deferment will 
be cancelled and you will immediately be called for service with 
the colors.’’ 


I note that the Joint Resolution prohibits any consideration of the 
conscription of labor. We have heard a good deal of a slogan: ‘‘Draft 
every dollar, every thing and every man.’’ The attempt to draft labor 
is as impossible and dangerous as the attempt to draft dollars. It has 
been attempted several times in a small way in the war history of the 
country and it has never succeeded. Fortunately no informed and 
responsible authority ever advocated any general draft of labor. The 
ill-considered argument that has been advanced is: 


“‘Tf the nation goes to war as a unit—if the men who remain 
in industry are as much a part of the national war-team as the 
men who march with the colors—why should not the same prin- 
ciples apply at least to both of these cases? Why should men 
in industry, in whatever capacity, be rewarded by inflated war 
wages which they may accept or decline in their own discretion? 
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Why should they not be drafted on exactly the same principle 
as soldiers?’’ 


That they should be inordinately rewarded is unnecessary, wrong and 
—under the plan here suggested—easily avoidable, but not by drafting 
men to work for other men. A soldier serves the nation directly. There 
is but one master in the case and that master is America. He serves to 
profit no one but the country as a whole. There is no distinction between 
him and his comrades. He enters an immemorial status. His entry is 
not contractual. He is clothed, fed, housed and attended. 

As long as our present industrial organization maintains, industry 
is in the hands of millions of private employers. It is operated for 
profit to them. The employee therefore serves in private industry 
operating for gain. Enforced and involuntary service for a private 
master is and has been clearly and repeatedly defined by our Supreme 
Court as slavery inhibited by the Thirteenth Amendment to the Con- 
stitution of the United States. 

If any such provision were made it might be used to break a per- 
fectly justifiable strike and so at one sweep destroy all the social ad- 
vance of our labor system in the last century. 

All this does not say, however, that men not under military discip- 
line are free agents in war. The government cannot say, ‘‘ Work here. 
Work there,’’ or ‘‘Work for Mr. A.’’ But it can say—as it did say 
in 1918: ‘‘Work or Fight!’’ That principle was barely invoked but 
it was and is capable of immense expansion. The government can 
specify classes of employment for which, in emergency, women, men 
without the draft age limits and men not fully capacitated for military 
service are sufficient. It can specify whole classes of employment which 
are not considered essential at all and, as we have seen, can say, ‘‘Hivery 
man not in military service—whatever may be his domestic or other 
circumstance warranting deferment or exemption—must be, usefully 
and faithfully employed in an occupation essential to the military pur- 
poses of the nation.’’ It can go much further. It can say that if a 
man be called and found unfit for military service but fit for other work 
in the essential lists, he must so employ himself or be cut off from 
rations, transportation, fuel and supplies. Also, in the organization 
of the nation, here considered, there is the force of public opinion more 
potent than any governmental compulsion. If our organization for the 
next war proceeds from the lessons learned in 1918, our man power 
will be so classified and organized that no man can shirk and show his 
face among his fellows. 

The draft of men for industrial employment is not only impossible. 
It is wholly unnecessary. The ‘‘Work or Fight’’ method is a better 
way. It is compatible with our institutions and far more effective than 
any chain-gang or impressment that could be invented. 

There is no doubt that in any future major emergency there must 
be just such a control of human effort as has here been suggested. The 
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productive effort of war must be very much greater than the productive 
effort of peace and it must be made at a time when the very cream of 
the country’s physical man power is being withdrawn by millions from 
productive effort. Such vast demands can be met only if everybody. 
goes to work. 

Labor Policy and Industrial Disputes were also under a separate 
‘“War Labor Policies Board’’ but a close integration through the Labor 
Member of the Board prevented any conflict in this respect. 


(c) War Trade Board. 


Complete control of exports and imports—indeed of all war trade 
is an absolute necessity to the success of the plan developed in this 
memorandum. It has a profound effect on the world-wide economic 
strategy to which I have hitherto adverted. During the World War it 
was handled by a separate administration called the War Trade Board, 
but (as with the other such functions just described) it was all done 
in such close contact with the work of the Board that there was no 
conflict or lost motion whatever. 

The only point to emphasize in respect of this and the other war 
administrations mentioned below is that each is a necessary part of 
the perfected whole of war organization which is so necessary to make 
this country the very powerful unit which I have tried to picture here. 
As I have said centralization of the essence of war powers—i. e., com- 
mandeering, price fixing and priority—in the hands of one agency will 
synchronize and coordinate the efforts of all others whether they be 
formally attached to it or not. 

The other necessary war administrations were: Food, Fuel, Ship- 
ping and Railroads. Enough has been said of the functions of each to 
make the entire picture clear without further repetition. 

So much for the organization of the Central Control Agency—call 
it Industrial Strategy Board, War Industries Board, Administration 
of Resources or what you will. Briefly to recapitulate it consists of: 


I: A Chairman in whom is vested complete and final authority 
and responsibility, subject to appeal to the President. 


II: The following Divisions: 


(a) Priority (to determine preference of all uses) 

(b) Commandeering (to enforce all regulations) 

(c) Price Fixing (to make or adjust price schedules) 
(d) Conservation (to regulate, prohibit or substitute 
uses and to discover new sources of supply). 

(e) Commodity Committees or Sections. (These are 
in two groups under a Raw Materials and a Fin- 
ished Products division. Hach is a miniature 
War Industries Board for each one of the separate 
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branches into which Industry naturally divides 
itself. They are the working points of the Board 
and are supported by all the powers of the Board.) 


III: Other War Administrations in close contact with the Board. 


(a) Food 

(b) Fuel 

(c) Shipping 

(d) War Trade 

(e) Railroads 

(f) War Labor Policy 

(g) War Finance and Capital Issues 
(h) Provost Marshal General 


G. 
Organization of demand. 


Demand in time of war flows from the procurement agencies of 
(a) the Army, (b) the Navy, (c) the civilian population, (d) auxiliary 
agencies which arise in time of war. For example, in the late war these 
were the Allies, the Shipping Board and Emergency Fleet Corporation, 
the Red Cross, Salvation Army, etc. 

At the beginning of the war these agencies with procurement pro- 
grams of such tremendous volume as had never been seen in the history 
of the world rushed into our markets. They were absolutely uncoordi- 
nated. The right hand knew not what the left hand did. They com- 
peted with each other on prices, for the use of facilities and for de- 
livery. The result was a tremendous increase in price, the congestion 
of certain areas and certain factories beyond any possibility of efficiency 
and a general condition of chaos in industrial production which actually 
threatened the continuity of supply. 

The War Department alone maintained at first five, and, toward 
the end of the war, eight separate procuring agencies. The Navy had 
only one such agency and, generally speaking, all other procurement 
bodies had only one. The demands of the separate Allies were not 
well coordinated. 

One of the first steps toward the elimination of waste, inflation, 
excess cost and confusion will be to insure that no such situation shall 
ever again develop in a future war. 

The War Department still clings to its plan of multiple purchasing 
agencies. They are prescribed by statute. While, in the opinion of 
most industrial observers, the method is unnecessary, archaic and 
costly, there has as yet been no change and it is probable that change 
will be difficult. The War Department has attempted to coordinate 
these activities by providing that no two of the War Department’s 
agencies shall be utilized for the purchase of the same thing. This 
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same theory was applied during the latter part of the war, but never 
with complete success and while it is probable that important difficulties 
will be raised in another emergency by this system, I believe that they 
will be somewhat minimized by the steps the War Department has taken 
and the greater knowledge it now has of the trouble occasioned by its 
peculiar form of organization. 

The first necessity for effective organization of demand is the 
assembly into one central control agency (or the direct control by one 
central authority) of the responsible head of each of the great procure- 
ment or supply agencies. To that central forum (which, as we have 
seen, and shall see in more detail, also controls organized supply) they 
must bring 


First: A general statement of their procurement programs 
in finished goods and also broken down into initial estimates of 
their bulk requirements of such basic commodities as steel, wool, 
copper, ete. 


This is difficult not only in the early days of a war, but also during war 
because of the rapidly changing military situation. Nevertheless it is 
necessary to make the best possible estimates to the end that the central 
planning agency may make preparation to provide the necessary raw 
materials and fabricating facilities. 


Second: That they bring to the same central agency cur- 
rently during the entire period of the emergency the specific 
orders that they intend to place with industry. 


This is necessary because, in order to prevent competition and conges- 
tion of facilities, to insure that the manufacturers with whom such 
orders are to be placed shall have prompt and adequate supply of raw 
material, labor, power, transportation and sometimes capital, and to 
carry out other features of mobilization, the central agency must allo- 
cate these orders to particular facilities, fix the price to be paid, and 
insure the prompt provision of the necessary constituent materials. 

In actual practice the tremendous volume and variety of the things 
and types required by such orders is impossible of clearance by any one 
control unit. Industry groups itself naturally into strata of commodi- 
ties or cognate lines of endeavor. Thus there is a leather industry, an 
iron and steel industry, a chemical industry, a textile industry. Hach pro- 
curement division has a separate buying department for each of these in- 
dustrial groupings. As we have seen in the central control agency there 
is a Commodity Committee for each of these groupings. Hach Com- 
mittee is composed of men of leader-calibre who are experts in the 
particular industrial stratum involved. In the War Industries Board 
the head of each governmental commodity procurement sub-section 
actually sat on the particular Commodity Committee of the Board in 
which he was interested. For each of these groupings in industry there 
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was a so-called War Service Committee corresponding to each Com- 
modity Committee of the Board. Each War Service Committee was 
composed of interested leaders of its branch of industry who were usu- 
ally the principal figures in the Trade Associations of that industry. 
These men were intimately familiar with their particular branch of 
industry. They presented its problems promptly and were able to 
advise the corresponding Commodity Committee of the Board on all 
perplexing questions that arose. By bringing the heads of each pro- 
curement sub-section into contact with the appropriate War Service 
Committee in the forum of the proper War Industries Board Com- 
modity Committee, organized ‘‘demand”’, organized ‘‘supply’’, and the 
governmental control agency were placed in intimate contact and 
cooperation. The method proved itself. 

In such contacts bulk requirements were determined and plans 
made to meet them. All particular commodity procurement programs 
of the government and associated agencies were then coordinated and 
synchronized to the avoidance of conflict and the insurance of supply. 
Details of the application of the general principles discussed in this 
memorandum were practically all determined in this manner. 

It is not for a moment intended to say that this system functioned 
perfectly. Indeed it did not get into really effective practice until the 
summer of 1918, but it did progress far enough to enable every informed 
observer to conclude, ‘‘ This is the way to orgamze demand and supply 
in any future emergency and completely to avoid the folly, waste and 
loss of frenzied competition.’’ 

It must be remembered that the bulk of war-time requirements will 
still be for the civil population. This latter demand is not subject to 
organization and representation on the above plan. Nevertheless one 
of the prime purposes of war administration is to see to it that the 
public does not suffer unnecessarily. It follows that in all allocations 
and priorities the Chairman of the Commodity Committee is the repre- 
sentative of the public. He constantly studies the public demand and 
every act of his is controlled by that necessity. 

While only the heads of Grand Divisions or Commodity Commit- 
tees of the Board had the sole power of decision on any matter within 
their jurisdiction any of the procurement representatives had the right 
of appeal to the Chairman of the Board. As a matter of fact, there was 
only one appeal in the entire history of the Board and that controversy 
was merely referred back and settled by agreement and without further 
appeal. 

The method here so sketchily outlined will be. effective in any 
emergency for the organization of supply and demand and their com- 
plete control by whatever central agency it is decided to set up. 

Further organization of demand is accomplished by the integration 
of higher departments or officials of the various procurement agencies 
with the Central Control Agency already discussed. 
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For example, as active members of the War Industries Board 
itself, was an officer of high rank from each the Army and the Navy. 
These men were in daily contact with all the problems of the Board. 
They participated in all its deliberations and even in its organization. 
They were part of it. 

Similarly each principal procurement agency had responsible rep- 
resentatives sitting in all the Grand Divisions of the Board, and usually 
these men were the officials of those departments of the procurement 
agencies most directly interested in the work of the Grand Division 
on the Board of which they were themselves members. 


H. 
Organization of Supply. 


Some of the details of supply organization have already been 
necessarily stated here and there in the foregoing paragraphs. To 
recapitulate, under the guidance of the Central Control Agency (and 
in the great war this was done through cooperation of the U. S. Chamber 
of Commerce) the various trade associations voluntarily create War 
Service Committees composed of leaders in each industry. These Com- 
mittees represent the industry in its contact with the central control. 
They provide for whatever further organization or closer contact of 
companies within their industry is necessary. The final result is that 
each of the different branches or strata in the whole of industry is 
organized within itself and is represented in Washington by an appro- 
priate War Service Committee. 

If this sort of organization seems loose and impracticable now it 
is simply because the war is thirteen years away. We forget the 
great surge of enthusiasm and idealism which engulfed our country in 
1918. People were not seeking to obstruct government—they were 
grateful for any leadership which could show them the way to aid 
government. The sacrifice and devotion of American business men in 
the emergency is an unwritten history. Through the organization of 
industry here suggested, competition was adjourned. Companies 
within each branch of industry pooled patents, trade-secrets, facilities 
and resources. Only a telegraphic request was ever necessary to bring 
immediately to Washington the busiest heads of the greatest industrial 
concerns in the country. Responses to any suggestion were instantane- 
ous and the final result was a solidarity and a cooperation the effects of 
which remain in our industries to this day. 

Neither should the force of public opinion be overlooked. There 
was no shirking in that war and there will be none in another war for 
the simple reason that nobody could lead this country into a war with- 
out aroused and enthused public opinion behind him. 

The thought is often expressed, ‘‘If we can solve our industrial 
problems in war by this method, why can’t we use the same methods 
in peace?’’ The answer is: Incentives in peace are individual freedom 
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and the hope of reward. Incentives in war are love of country, ideal- 
ism and defense against a common danger. President Wilson struck 
the keynote of the whole matter when he said: 


‘“‘The highest and best form of efficiency is the spontaneous 
cooperation of a free people.’’ 


However harsh may appear the principles of control here an- 
nounced it must be kept in mind that there was no harshness in their 
application. We regulated only where it was necessary to regulate 
in order to avoid confusion. Industry mobilized itself. The great bulk 
of accomplishment must be credited to spontaneous enthusiasm and 
self-abnegation and not to artificial control. 


I. 
Statutory Requirements. 


As I have said, I do not favor an involved statute attempting to 
anticipate the requirements of another war. 

I think plans should be made and revised yearly. I think some 
steps should be taken to keep selected industrial leaders informed of 
these plans so that when the principal actors in the 1918 mobilization 
pass from the scene there will be a nucleus of personnel to take their 
places. I do not believe that we can go further. 

But for a very special reason I do believe that there should be one 
statute on the books, the very existence of which would be a constant 
warning to everybody that never again in America will any man make 
as much profit in war as he can make in peace. There need be nothing 
complex nor involved about it. Purely for purposes of discussion I 
have prepared a rough draft eliminating enacting clauses and formal- 
ities. It follows: 


‘‘That, whenever Congress shall declare war or the existence 
of an emergency due to the imminence of war then, from and 
after a date prior to such declaration which date the President 
is hereby authorized and directed to determine and announce, it 
shall be unlawful for any person to buy, sell or otherwise con- 
tract for any service, right or thing at a higher rate, rent, price, 
wage, commission or reward than was in effect at the date so 
determined. 

‘Whenever in the sole discretion of the President he shall 
determine that any maximum price, wage, rent, rate, commission 
or reward should be adjusted either upward or downward he is 
hereby authorized to make and proclaim such adjustment and 
such adjustment shall have the full force and effect under this 
statute of such price, wage, rent, rate, commission or reward 
before such adjustment. 
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‘‘During the period of any war or emergency declared by 
Congress hereunder the President is authorized to determine, and 
by proclamation announce, what classes of public service, or of 
dealers or manufacturers of any article or commodity, shall be 
required to operate under licenses, to fix the conditions of such 
licenses, and to grant licenses under such conditions. After such 
determination by the President it shall be unlawful for any public 
service, dealer or manufacturer in such determined classes to 
engage in business without such license. 

‘‘During the period of any war or emergency declared by 
Congress hereunder the President is authorized to determine 
the order of priority in which any manufacturer, dealer or public 
service in the United States shall fill customer’s or other orders 
and after such determination it shall be unlawful for any such 
manufacturer, dealer or public service to fill such orders in any 
other order of priority.”’ 


There should also be enacted a general commandeering statute giv- 
ing the President plenary authority in the usual terms to commandeer 
in time of war any manufacturing facility or any supplies deemed by 
him necessary to the successful conduct of war. 

In addition to some such statutes as these, the essential principles 
of the Overman Act (approved May 28, 1918) should be reenacted au- 
thorizing the President in time of war to make such redistribution of 
functions of executive departments as he may determine. 

This is all the statutory authority that should be attempted in time 
of peace. Additional war legislation will of course be necessary but the 
presence of these statutes would be notice to the world that we will enter 
the next world conflict effectually organized and that we shall conduct 
it without inflation and with no war profits to any man. 


ds 
Constitutional Amendment Unwise and Unnecessary. 


-Tam no authority on Constitutional Law and I have consulted none. 
But I am familiar with the war-time discussions of this subject and I 
also know the practical side of it. 

The whole structure of war-time control of American Industry was 
built on the right of Congress to commandeer property in war. This 
government has always had this right, has frequently exercised it, and 
has never been denied it by the courts. It is plenary and subject to the 
sole conditions of due process and just compensation. Certainly at no 
time during the World War nor—so far as I have ever heard during any 
war—has this government ever been hindered or embarrassed in war- 
time administration by any restriction on this Constitutional power. 
While our regulatory power, built upon this right, was frequently used, 
the requisitory power was seldom used. It served rather as a reservoir 
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of persuasive force which proved amply sufficient to provide prompt 
and general acquiescence in all federal regulation of industry we ever 
found necessary to war administration. 

This brings us to the question of Constitutional restrictions on the 
right to commandeer. The only ones I know are the ‘‘due process’’ 
clause and the Fifth Amendment:—‘‘Nor shall private property be 
taken for public use without just compensation.’’ 

Your resolution does not specifically direct that you inquire 
whether this provision should be repealed although there is a clear sug- 
gestion that you may have to consider that as the only way to eliminate 
war profits and equalize war burdens. For reasons I have fully dis- 
cussed, I think no such amendment is necessary. For further reasons, 
I think that the mere suggestion of such an amendment is unwise. 

I see only two possible purposes of a right in government to take 
private property without just compensation: 


(1) To provide funds for the prosecution of war. 


(2) To impress facilities for production or frauanoriniton on the 
theory that material things can be had with more speed or at 
less price or in greater quantity by federal operation. 


Confiscation as a means for financing war. 


The total of our expenditure for the World War was thirty-nine 
and one-half billion dollars. The nearest antecedent census estimate 
of total national wealth was one hundred and eighty-six billions in 1912, 
of which only 1.4 billions was in gold and silver bullion. Real estate, 
plant and equipment (including railroads) was 141,000,000,000. Trans- 
portation systems (except railroads) was 10,000,000,000 and all other 
forms of wealth (agricultural, manufactured and mining products, 
clothing, furniture, carriages, etc.) was 34,000,000,000. It is interesting 
to inquire how the war could have been financed by confiscating any or 
all of these items. The billion and a half in hard money would not have 
been a drop in the bucket if all had been taken. As to the seizure of 
physical properties their use for finance would require resale. But 
who, under the patent threat of reconfiscation would buy such prop- 
erties? And since such capital levies would of course first reach the 
more liquable forms of wealth, who would have anything to buy them 
with? There may be an idea that seizure would nevertheless finance 
war because we would simply take war material without paying for it. 
The error in this is that there is no considerable amount of material 
available for war under peace conditions. It has to be manufactured 
from raw resources. The bulk of all fabricated costs are labor costs. 
We cannot conscript labor, therefore we would have to pay labor and 
that requires finance. There being no available war material for seiz- 
ure no one would expend his money to produce war material merely 
to have it seized as fast as he made it and without reimbursement. The 
whole idea is absurd. 


42 


There has been a good deal of talk of drafting dollars. Even if 
there were ample Constitutional authority there is a very cogent reason 
why that could not be done. Every man with fair warning that his 
dollars were about to be taken away from him and never given back 
would cause them to disappear with amazing rapidity on the first rumor 
of war. The experience of France and Germany in attempting to draw 
existing distributed supplies of gold into their treasuries for war pur- 
poses clears this point. The gold went into stockings, baking powder 
cans and other convenient receptacles and these into the ground. Panic 
stricken efforts in every direction to avoid such confiscations would dis- 
arrange the whole fiscal structure of the country and, adding to the 
general confusion and dislocation caused by invocation of the broad 
principles of confiscation, would paralyze the country’s sinews of war 
at the outset. No project more destructive of adequate defense could 
be conceived. 

It is also pertinent to ask on what theory of assessment could such 
confiscation of property for financing war proceed? If—as under the 
present theory of commandeering with compensation—the new idea 
would be simply that the government should take the first property that 
came to hand arbitrarily and without equalization, we could have a 
complete subversion of the very purpose of all government. No such 
political system ever existed and there can be no question that such is 
not the purpose of the suggestion. If the thought be that government 
shall take equably from all those who own, it is simply a process of 
capital levy in the form of tax. Nothing in our war experience has ever 
indicated a necessity for this. No belligerent nation of the World War 
even at the limit of its extremity ever adopted the capital levy and it 
seems unnecessary to believe that the resolution intended such a thought 
in this connection. 

This government has unlimited power of taxation in the fields 
allotted it by the Constitution—by income tax, by duties, imposts, ex- 
cises and all forms of indirect taxation and by capitation or direct tax 
in proportion to census determinations. The power to tax is the power 
ultimately to appropriate and in this nation it is sufficient to any cur- 
rent levy that ought (in prudent administration) ever to be assessed 
against any generation in any single year. 

I think I was the very first advocate of the plan to take the profit 
out of war and to make every man, dollar and thing bear an even pro- 
portion of the burdens of war. I hold no brief for especial protection 
of wealth in war but my experience tells me that the draft of dollars 
is quite as absurd and impossible as the draft of labor. For reasons 
elsewhere considered such wholesale impressment is both impossible 
and unnecessary, but in the considerations under this heading it is 
crazy. The fiscal strength of a nation lies not in what government owns 
but in what its people own. The sinews of war are not dollars—they 
are efforts. In order to produce things, money is necessary but it is not 
necessary that government own the money by taking it away from the 


43 


people who do. Monetary wealth is potential productive capacity just 
exactly as a factory is and, exactly as the factory capacity of the 
country must be administered, rationed and controlled for war pur- 
poses in order that the vastly increased demands of war may be met and, 
at the same time, that the normal requirements of the civil population 
be not denied, so must wealth be similarly administered, rationed and 
controlled. The method of doing this has been fully discussed. There 
is no more reason to confiscate wealth in order to make it work for 
government than there is reason to confiscate factories for the same 
purpose. Simply put it to work where it will best serve the public 
good. 


Confiscation of facilities as a means for insuring production. 


The ‘‘Draft Everything’’ proponents seem to think that confisca- 
tion of productive facilities promises a more effective use of them in 
the interests of government and for the purposes of war. During the 
World War, government had power to commandeer factories and to 
operate them under bureaucratic direction. I do not recall a single 
important industrial enterprise that was thus taken over. This does 
not mean that the use of the power was never advocated. On the 
contrary it was seriously urged in respect of a great industrial plant 
which was thought by some not to be giving full cooperation to its 
government. The proposal split on the rock of this argument: 


““Who will run it? Do you know another manufacturer fit 
to take over its administration? Would you replace a proved 
expert manager by a problematical mediocrity? After you had 
taken it over and installed your government employee as 
manager, what greater control would you have then than now? 
Now you can choke it to death, deprive it of transportation, fuel 
and power, divert its business, strengthen its rivals. Could any 
disciplinary means be more effective? If you take it over, you 
can only give orders to an employee backed by threat of dis- 
missal and with far less effect than you can give them now. Let 
the management run the plant and you run the management.”’ 


Nobody with any familiarity with industry could seriously urge a 
wholesale assumption by any federal bureau of the responsibility for 
management of any or all of the vast congeries of manufacturing estab- 
lishments upon which we must rely for extraordinary effort in event 
of war. Even if such bureau management could prove adequate to the 
task (which it could never do) the mere process of change would 
destroy efficiency at the outset. 

The industrial pattern of the United States is a delicate mesh of 
inter-related strands. It has been evolved in response to the needs of 
the nation and under natural economic law but dimly understood. It 
is a sensitive living organism and the injection of arbitrary and arti- 
ficial interference could be attempted only at the risk of starting a 
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sequence of upheavals, the ends of which no man can foresee. To 
approach it, on the advent of war, bearing in one hand demands for a 
vast stepping-up of output and a heavy draft on its man power, and 
in the other, a broadaxe of governmental confiscation with which to 
wreck its vitals—is no way to win a war. 

There may remain some question as to whether wholesale price 
fixing might not itself be construed as a taking of private property 
_ without just compensation. Of course just compensation is usually 
taken as ‘‘market value’’. I know of no better way of assessing market 
value than to refer to the actually existing schedule of prices as they 
stand under the influence of the law of supply and demand. That is 
exactly what the present suggestion contemplates as the standard. It 
would be difficult I think to spell confiscation out of that. 

There should be no Constitutional amendment not only because 
it would be unwise and destructive but because it is wholly unnecessary. 


CONCLUSION. 
EiFrects oF SUGGESTED SYSTEM. 


I am confidently of the belief that on the policies here briefly 
outlined this country would achieve the following benefits: 


(1) It would pass from a peace to a war status with a minimum 
of confusion, waste and loss. 


(2) It would mobilize war supplies almost as quickly as it could 
mobilize men, 


(3) It would reduce the cost of war by 50% and I believe by an 
even greater figure. 


(4) It would eliminate war profits and inflation. 


(5) It would preserve its credit and its economic prestige 
throughout the world. 


(6) Its war effort would be conducted with less interference with 
normal economic processes and the lives of the civil popula- 
tion than has ever been the experience of any nation in the 
history of the world. 


(7) It would conserve its resources and preserve the morale of 
its people to such an extent that it would be able to outlive 
any antagonist in a long-drawn struggle. 


(8) It could pass from a war status back to a peace status with 
a minimum of the prostrating economic aftermath that has 
hitherto been the invariable experience of every ex-belligerent 
in a great war. 


(9) The efficiency of the combined military and economic machine 
that could be derived from these policies would constitute 
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this nation an instrument for war effective beyond the 
imagination of any military expert even of this advanced 
date—powerful beyond the possibilities of any antagonist 
and perhaps of any combination of antagonists. 


(10) Considering the obvious fact that the military aspirations of 
this nation will never disturb the peace of the world, the 
mere acceptance of (and deliberate provision for) the kind 
of organization here suggested, would go very far toward 
keeping the peace of the world 


and, the latter result, I take it, is the hope and aim of all of us. 
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An additional memorandum submitted to the War Policies 
Commission in support of the statement of March 6, 1931. 
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Among the many distinguished witnesses before this Commission 
there is expressed a variety of opinion on the suggestion of war policies 
submitted by me on March 6. While all do not concur fully, none is in 
total disagreement. There is some opinion which springs from a mis- 
apprehension of the policies proposed and some from a lack of knowl- 
edge of what was done. For the convenience of the Commission, out of 
deference to the earnestness of the witnesses themselves, and also be- 
cause I believe most sincerely in the soundness of the plan submitted, 
it has seemed to me appropriate to digest and attempt to answer every 
instance of dissent. 

As a result of a further study of the Constitutional aspects of the 
suggestion and the bearing upon them of certain expressions in post- 
war decisions of our Federal Courts, the skeletonized statute which was 
submitted in my earlier testimony has been modified and amplified and 
is appended. 

Such disagreement as I observe in the testimony centers chiefly on 
the plan for general price stabilization. The comment on this subject 
was so varied as to require systematic and comprehensive treatment in 
this reply. 

In the first place it must be made clear that the proposed enabling 
statute (Appendix 1) vesting power in the President to determine a 
day as of which the statute speaks to stabilize prices is discretionary 
and not mandatory. This is necessary for two reasons: first, as Mr. 
Baker pointed out, it might not be required in a minor war; second, no 
one can foresee the circumstance of future conflict. A situation is con- 
ceivable in which none of the policies of 1917-18 would be appropriate. 

Also, while I thought I had exhausted ingenuity to make clear my 
suggestion as to price stabilization, things that some witnesses have 
said to me in conversation and much that is contained in the record con- 
vinces me that I was not altogether successful. At the risk of prolixity 
I want at the outset to try to restate more clearly just what I do pro- 
pose. 

I do not suggest the fixation of any price. The effect of the pro- 
posed statute is simply to say, ‘‘Unless later adjusted by the President 
upward no price shall rise above the figure at which it stood at a certain 
named day.’’ In a word, we clamp a ceiling down on the existing price 
structure. All prices are free to fluctuate below that maximum. 


Next, what is proposed is not the artificial determination of price 
by fiat or otherwise. There was not a single witness who did not 
propose price fixing. Those who opposed me want to fix prices in- 
dividually. Now that means studying the costs of a few producers 
selected by design or at random and (based upon such study), taking 
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somebody’s judgment as to what a particular price should be. My 
proposal suggests initially nothing of the kind. It addresses the whole 
inter-related pattern of prices as it exists under natural economic law 
and says of it, ‘‘Since arbitrary governmental rationing will henceforth 
govern supply and governmental determination of priority—and not 
price—will control demand, we propose to keep intact this last natural 
price schedule which we are likely to see for many a day.’’ 


It is a preservation of a natural determination rather than sub- 
stitution of a collection of artificial determinations and I think I can 
show later that it is the only fundamentally sound way in which the 
problem can be handled under the usual circumstances of the coming 
of war. 

Some witnesses seemed to think that, once this existing maximum 
is established, there are to be no changes. I tried to make it clear that 
there is at once to be set up a competent tribunal to adjust any maxi- 
mum prices, either upward or downward, whether to cure incidental in- 
justice or hardship or to increase production. That, of course, will 
inject artificiality, but artificiality will be the exception and not the 
rule as would be the case with plans which propose fixing the prices 
of basic commodities separately.. On the other hand, some witnesses 
say, ‘‘He proposes to freeze prices and then immediately to unfreeze 
them.’’ I propose to unfreeze nothing. I propose to adjust the few ex- 
ceptions. Those who suggest partial price fixing propose to create 
what amounts to an entire artificial price structure and (as I shall later 
show), because they leave the generality of prices free, they will be 
obliged to adjust fixed prices so frequently—and always upward—that, 
at least in the usual circumstances of war, they would perhaps better 
leave the whole schedule free. 

With so much said by way of explanation, what I propose is to 
have a statute which shall say in effect, ‘‘From and after a day to be 
determined by the President, it shall be unlawful to charge a higher 
price for anything than was in effect on that day except that the Presi- 
dent may and will (to relieve hardship or meet an exigency of war), 
adjust any particular price either upward or downward.’’ 

One misunderstanding I have discovered and am particularly 
happy to clear up is this: Some witnesses construed my language to 
mean that the President is not to select ‘‘M’’ day or approximately 
‘‘M’’? day—the beginning of the war—but that he is to reach far back 
(let us say 90 days as a fixed period), in search of ‘‘normal’’ relation- 
ships notwithstanding substantial changes that may have occurred in 
the interim. Of course, if in such meantime, there had been a marked in- 
flation, to go back to a period of lower prices would constitute confisca- 
tion in many cases. Such was not the intent. The reason for not nam- 
ing ‘‘M’’ day in the statute is that, in the usual circumstances of the 
advent of war, the first thing that happens is a marked and sometimes 
panicky price depression. Since the frozen schedule is one of maxima 
—a kind of ceiling clamped down on the whole price structure—one 
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purpose of providing for a slight leeway was to prevent an abnormal 
depression from governing future price. 

As I shall later show, it does not make a great deal of difference 
what day the President selects. His task is to select one reflecting the 
instant conditions and the fewest number of distortions. Since his very 
next step is to set up a Commission to adjust distortions and injustices, 
another purpose of giving some little leeway in naming the day is to 
minimize the work of that Commission and to determine a day, the cir- 
cumstance of which seems fairest and wisest—all things considered. 

I now understand from General Moseley that the opposition of the 
War Department to general stabilization was largely based on this mis- 
understanding and now that this has been cleared up there is no sub- 
stantial disagreement between the War Department and myself on this 
subject. 


A. 
The excess profits tax is not a substitute for price stabilization. 


Senator Swanson has brought out by questions to nearly every 
witness an opinion by some that, by letting prices rise to magnificent 
heights we can induce extraordinary effort by holding out hope of 
extravagant profits and then later frustrate that hope by an excess 
profits tax which shall recapture 80% of such profits. Other witnesses 
seemed to think that all the equalization of war burdens that would ever 
be necessary or practicable could be accomplished by the excess profits 
tax. For example, in the record appears the following colloquy: 


‘Senator Swanson: ... During the war prices were fixed 
so as to stimulate production and people produced night and day, 
thinking they were making money. Afterwards we took 80% of 
the profits in taxes and they realized they were not making so 
much as they thought they were making.... 

Mr. Baker: ... Now the price of coal had to be fixed so that 
the people who had the high-cost producing mines could still live, 
and, when you did that, the surface mines .. . got very much 
more than a good profit for them. That was recovered by an 
excess profits tax. 

Senator Swanson: You think you can equalize that better 
by exercising the power of taxation than by trying to fix the 
price? 

Mr. Baker: That would be my judgment. 

Senator Swanson: You think if Congress will exercise its 
power to tax it can equalize in substantial degree—not entirely 
exactly but in substantial degree—the inequality of the profits 
by the power of taxation? 

Mr. Baker: Yes, sir. I think Congress did try to do that and 
tried very earnestly and conscientiously to do it and I think they 
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succeeded probably in accomplishing as nearly a perfect job as 
could have been done by the other process with less disturbance 
while the war was going on.”’ 


By ‘‘other process’? I understand Mr. Baker to mean price 
stabilization. 

I hope I shall not be understood as being opposed to the excess 
profits tax. The war policy advocated here by me could not be 
effectuated without. It was intrinsic in my recommendation. But I 
must emphasize, in all earnestness, that (except for human slaughter 
and maiming and all that goes with them) inflation is the most destruc- 
tive of the consequences of war. As I have maintained before and shall 
more clearly demonstrate later, it is inflation that doubles the cost of 
war, imposes the severest hardship on our people and, through 
inevitable deflation, burdens the future with a constantly increasing 
debt and a long period of painful and bitter readjustment such as we 
see today. 


Excess profits taxes—standing alone—have no effect whatever to 
check inflation. Their only effect is to increase it. Thus 20% of 
$500,000 profit is $100,000 and 20% of $1,000,000 profit is $200,000. 
One way to increase $500,000 profit to $1,000,000 profit without in- 
creased risk or effort is to double price. For this reason there is more 
incentive to increase prices—and therefore profits—under an 80% 
excess profits tax than there is without it. Indeed the main result of 
such a system is to induce rapid price increase to absorb the tax. 
Precisely because it accelerates and in no wise checks inflation the 
excess profits tax—without more—offers no cure at all for war evils. 
On the contrary, it aggravates them. 

In the colloquy quoted above it seems to be assumed that the sole 
purpose of the excess profits tax is to equalize between low and high 
cost producers. That is one purpose but it is far from being the only 
purpose. 

Consider for example the simple case of a company capitalized 
for $1,000,000, selling $1,000,000 worth of goods annually, making 20% 
gross profit or $200,000 on its turnover, and having $100,000 of 
expenses of administration and selling, leaving a net profit of $100,000 
or 10% on both its normal turnover and its capital. Suppose, also, that 
10% of its costs of manufacture or $80,000 are fixed overhead charges 
—depreciation, maintenance, supervision, taxes, etc. Then its costs for 
material and direct labor are $720,000 for every million dollars worth 
of goods it sells. Now suppose that war comes and we need the full 
capacity of that plant. We give it orders for $4,000,000 worth of goods 
to be delivered in a single year. It has no increased selling and general 
administrative expense because the demand is so great that no such 
effort is required. Neither do the fixed overhead elements of its manu- 
facturing costs increase greatly—say only to $90,000. What happens 
to the profits of that plant? Its material and direct labor costs on its 
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$4,000,000 sales are $2,880,000. To this it must add $90,000 for fixed 
overhead charges in its factory and $100,000 for general and adminis- 
trative expense, making a total cost for goods sold of $3,070,000. Its 
net profit is therefore $930,000 or 930% of its normal profits im peace. 
It is making nearly 100% on its investment and its net profit on turn- 
over has increased from 10% to 23%. Even if we assess a tax of 80% 
on the $830,000 of excess over peace profit, that plant will still be 
making $260,000 or 260% of its normal profits. 


I want you particularly to note that this example considers no 
increase in price whatever. I have stated the case in this way to show 
that neither the object nor the theory of the excess profits tax is con- 
fined to equalizing benefits or burdens, due to increased price, and 
further to show that—standing alone—an excess profit tax such as we 
had in the World War will not wholly eliminate huge war profits. I 
understand that your Executive Secretary is to submit an improved 
plan for such a tax and, from what I know of it and him, I believe it to 
be the best that can be devised but he will not contend, I think, that it 
offers any check on war inflation. 

I recall vividly that, during the war, even after we had, by price 
fixing, compelled a reduction of 35% from the peak index figure of iron 
and steel, and even after the 80% excess profits tax was in effect, some 
high minded and public spirited steel men came to me expressing 
apprehension over the enormous profits they were making under our 
restrictive system operating at its best. The reason they were making 
such profits in spite of all we could do is made clear by the example I 
have given you. If to the enormous increase in profits shown by that 
example we add the profits due to a runaway market, the figures of 
profit become even more astonishing. 

The suggestion in the colloquy I have quoted: that we can entice 
extraordinary effort by a bait of huge profits—later to be magicked 
away—is hardly appropriate now because the whole of industry is on 
notice that we shall have an excess profits tax in any war—it is a 
recognized incident of war operations everywhere. 

Finally, I concur fully in Mr. Baker’s answer to that suggestion: 
‘‘T do not think prices were ever fixed high as a means of increasing 
production. I think it was not necessary to stimulate anybody to pro- 
duce in America.’’ 

There are reasons supporting Mr. Baker’s view which stand 
entirely apart from the stimulation of patriotism—which, in itself, is 
sufficient: Our modern production plant is highly mechanized. Mechan- 
ical mass production brings low costs but only when the machines are 
operating close to capacity. The system has grievous faults from which 
we are suffering severely today. Those machines represent enormous 
ageregations of capital on which fixed charges are very great. When 
they are idle there is nothing to absorb these charges. Losses mount 
rapidly and there is nothing that can be done to lessen them. Con- 
versely—as in the example given above—when they are speeded, the 
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results in reduced cost per unit of production are sometimes almost 
fabulous. It is this economic circumstance which insures us against 
any faltering of production and the expedient of increasing prices 
(with the excess profits tax to offset profiteering) is wholly unneces- 
sary to increase production. The circumstance of modern industrial 
organization just recited will take care of that. 

While the excess profits tax is an indispensable concomitant to 
proper industrial mobilization, the points I have tried to demonstrate 
and now emphasize by repetition are: 


(a) Even with a fixed price structure and a high excess profits tax 
there will be huge war profits. 


(b) It is both futile and unnecessary to try to stimulate production 
by high prices—relying on an excess profits tax to recapture 
these profits. 


(c) The excess profits tax—standing alone—as a means for equal- 
izing the burdens of war and eliminating the profits of war is 
fatally defective because it aggravates inflation and therefore 
fails to protect us against the most destructive phenomenon of 
modern war. 


Improved Control of Governmental Purchasing Will Alleviate but it 
Can Never Prevent Inflation. 


General MacArthur says that all economists agree that one major 
factor of inflation is purely psychological. The witness then outlines 
several suggested improvements in Army purchase control which he 
thinks will go far toward preventing inflation. These improvements are 
good. I cannot speak too highly of the work of the War Department 
in this regard in the recent past. Their new methods will reduce waste, 
confusion, and competitive governmental bidding. This will alleviate 
the tendency to high price but the principal cause of inflation is beyond 
the reach of even this improvement. 

In the six listed causes of war-time price disturbance in General 
MacArthur’s statement, I do not see the major effective cause—with- 
drawal of millions of able-bodied men from production, diversion of 
vast quantities of essential commodities and productive facilities from 
production for civilian uses and their appropriation to destructive and 
wholly unproductive uses with consequent universal shortage of things. 
It is the immutable law of supply and demand, that in the face of scant 
supply prices will rise. This is inflation and the only effective preven- 
tion is price control. 


General MacArthur also says: 


‘*. . . It is conceivable that a war might be conducted with 


such great regard for individual justice and administrative 
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efficiency as to make impossible those evils whose existence in 
past wars inspired the drafting of Public Resolution No. 98— 
71st Congress. It is also conceivable that the outcome of such 
a war would be defeat. With defeat would come burdens beside 
which those we are considering would be relatively insignificant. 
In all we do and in all we say with reference to preparedness, 
and to policies to be pursued in event of war, we must never 
overlook for one moment the fact that while efficiency in war- 
making is desirable, effectiveness is mandatory.”’ 


No one can quarrel with most of this statement. It was the guiding 
principle of all our war administration but I find it difficult to distin- 
guish between efficiency and effectiveness. What we must not overlook 
is that, in modern war, there are economic weapons other than those 
used by soldiers. International credit is one; economic strength is 
another; and civilian morale is another. Finally if experience in the 
World War goes for anything, a war is possible in which the victor is 
left in a state of economic prostration approaching that of the van- 
quished. In the next war we must plan for military victory without 
economic defeat. 


C. 


The qaten of a few individual prices is a wrong war policy; first, because, 

n the usual circumstances of the advent of war, it would be confiscatory 

Fear wholly impracticable; second, because, in any case it has only a 

fragmentary effect on inflation; third, because, in theory, it is basically 

unsound; fourth, because it is much more difficult than general 
stabilization. 


There was no witness who considered the subject at all who did 
not affirmatively declare that some measure of price fixing would be 
necessary, in major war, but several very distinguished witnesses con- 
tended that it would be a sufficient protection to confine this activity to 
prices of a few particular commodities. 

In the Record Mr. Baker, after discussing the War Industries 
Board method of arriving at prices through industrial conferences thus 
fixing certain prices separately, said: 


«¢. |. . it would be far better to secure the results which 
Mr. Baruch is aiming at by following his processes rather than 
by attempting in any arbitrary way to install his procedures at 
the outset as an arbitrary and fixed thing.’’ Also in the record, 
after expressing apprehension lest general stabilization result 
in a wrong price for some industries, and after Senator Robinson 
had suggested that this might be true of individual price fixing 
after war had begun, he said, ‘‘I think that would not be true, 
Senator, if you would call in the industries one by one... 
and reach a conclusion as to each industry as to where its price 
ought to be frozen, etc., ete.’’ 
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Commander Hancock (after stating that he had had no oppor- 
tunity to examine the suggestion of general price fixing) also inclined 
to Mr. Baker’s opinion favoring fixing of prices one by one, and so also 
did Colonel Ayres and Ex-Assistant Secretary of War Robbins. Mr. 
Daniel Willard declined to express a preference as between general and 
particular price fixing without further study. There is some indication 
that General Williams misapprehended the plan. He seemed to think 
that it was proposed now to fix the price of copper ten years from now. 
Of none of these witnesses, except Commander Hancock, can it be said 
that they have had direct personal experience with the problem of war- 
time price fixing. 


(1.) In the usual circumstances of the advent of war individual price fixing is 
confiscatory and wholly impracticable. 


I think a good deal of this divergence of view may result from a 
failure to distinguish between the usual circumstances of the advent 
of war—a rather rapid transition from a state of peace to that of war 
in which the normal peace-time schedule of prices is suddenly shattered 
by the abnormal demands of war—and the really unusual case (such 
as ours in 1917) where we encounter a distorted price pattern due to 
the influence of several years of a war of world-wide percussion else- 
where, but in which we have not been belligerents. 

The former was the case with England in the Napoleonic wars, 
with us in every war of the nineteenth century, with the Russo-Japanese 
and Sino-Japanese wars, with the belligerents in all Kuropean wars of 
the nineteenth and twentieth centuries, except for us, and perhaps for 
Italy in the World War. 

We should consider first then and prepare for the usual circum- 
stance of the advent of war and not the exceptional circumstance. 

In the normal peace-time price pattern, every price is a resultant 
of the combination of all other prices. Thus the price of steel is a 
direct resultant of the price of ore-lands, mining, transportation, con- 
version and distribution. Resolving each of these direct elements into 
its components we shall see each of them at last analysis as a direct 
function of the cost of labor, which is dependent on the cost of living, 
which in turn is a composite of the cost of almost every element in 
commerce. Mr. Irving Fisher has well shown that, in making a general 
price index, it makes little difference in the result whether we select 
the weighted average of the prices of fifty commodities or of five hun- 
dred commodities. There is such inter-relation of component costs that 
the general effect is the same in either case. 

Returning to our example—the price of steel. If we fix the price 
of that alone and leave other prices to the mercy of laissee-faire, all 
war experience goes to show that the components of the cost of steel 
will rise like so many sky-rockets. To put it another way, when we 
impose upon a general price schedule in a fairly normal state an influ- 
ence for rapid general inflation, and, at the same time, apply a repres- 
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sion to a single commodity, we automatically and almost instantly de- 
stroy the exchange value of that commodity. There is as little doubt 
about the unconstitutionality of that procedure as there is about its 
impracticability. Under the Constitution it would be confiscation and 
from a practical standpoint it would paralyze production. In other 
words, such a project, on the most superficial examination proves futile 
and impossible. To try to make this clearer in a practical way suppose 
war were to break out tomorrow. Knowing from invariable experience, 
that general prices will soon go skyward, we try the individual price- 
fixing formula and call in the makers of iron and steel and say to them: 


‘‘Gentlemen, we are embarked in a great war. We know the mar- 
ket price of steel is where it is today by force of the law of supply and 
demand. We also know from the history of every great war that all 
prices in our markets are about to begin a dizzy upward spiral. But, 
as to your prices, we ask you as patriotic citizens to keep them where 
they are.’’ 

The instant answer would of course be: 

‘‘Why, in that case our selling price will almost immediately be 
below our costs. You can’t ask us to finance the war alone. You are 
simply proposing confiscation of our product.”’ 

There of course would be the end of the attempt. It is impossible. 

Even if our request should be, 

‘‘Well, we are going to fix a price somewhat higher than your 
present price in order to prevent profiteering and inflation.’’ 

The answer would be. 

‘‘What price? All other prices control our costs. The only way 
you can do that is on ‘‘cost-plus basis.’’ That we must insist upon be- 
cause if you leave other prices free to rise as they will, we can have no 
way of knowing at what price we shall be safe.”’ 

If I were conducting such a negotiation, with all the experience of 
the World War at my command, I would not know how to answer these 
supposed arguments of industry. If other witnesses who so strongly 
advocated this procedure here can answer them I think this Commission 
should call upon them to do so. The issue they raise is one of pretty 
nearly first magnitude. 

How can any seller accept a price which he knows will be exceeded 
by his costs? How can any one contract at a fixed price in a runaway 
war market when all he knows about his costs are that they are on an 
upward spiral and may run to any figure? It was this reasoning that 
afflicted us with the vicious cost-plus contracts of 1917-1918. 

It seems to me so apparent, from the examples I have given, that 
individual price stabilization in the usual circumstances of a great war 
is wholly impracticable, that no further argument or exposition is neces- 
sary. In briefest terms, under those circumstances (i. e., where we start 
with a relatively normal price structure), we must either stabilize every 
price or stabilize no price. 
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(2.) In any circumstances of the advent of war individual price fixing cannot 
eliminate inflation. 

It is only when we start from a distorted schedule of prices that we 
can stabilize prices piece-meal, and then only in respect of such prices 
as we find to be so grotesquely out of line with their component costs 
that there is no confiscation in fixing them until component costs rise 
to relative parity with the prices fixed. 

There are only three conditions in which such general disorganiza- 
tion is likely. One is that which we encountered in 1917—domestic dis- 
organization due to foreign war; another is some temporary disturbance 
not due to war, and the last is, if, apprehensive about general stabiliza- 
tion on the outbreak of war, we sit still while all prices whirl upward 
and then (after some have gotten unreasonably out of line) attack 
the peaks. In any circumstance, of course, we could then call in such 
an industry as that of iron and steel and say (as we did in 1917): 

‘‘Gentlemen, your prices are away out of line with the costs of 
labor, materials, money and things in general. We are going to ask 
you to lower prices to a figure which still leaves you safely above your 
normal level relative to other prices even though it represents a 30% 
reduction from what you are getting.’’ 

Nobody could justly complain of that—which is an entirely differ- 
ent thing from trying to do this at the outset of war when prices are 
not disorganized. 

If, in the next great war, we are to be as unfortunate and unskilful 
as we were in 1917, or so fatuous as to refuse general stabilization and 
let the normal schedule run away, it is possible to stabilize such prices as 
have outdistanced the general advance. But that will not stop inflation. 
The following table of ratios of wholesale price indexes for April, 1917, 
and November, 1918, to indexes for July, 1914, is very interesting: 


Column I Column II Column III 
July, 1914 April, 1917 Nov., 1918 


Index Ratio Ratio 
A eOrAMOd ties .i24.clees os Sea ne 1 67.3 170% 202% 
PUM eres euit's Satunh: SSE ee 69.6 243% 227% 
EOI ATL StOGL eek wae ass nls hake 59.5 285% 253% 
Non-ferrous Metals .............. 75.1 244% 200% 
Cli MICR Ge S10 A Gis aves, Bh ae 86.1 210% 210% 
BitiminonssC alin: ei.4 Haylee, 34.8 271% 235% 


The table shows in Column I what we may call the normal supply 
and demand relationship, at the outbreak of war in Hurope, between 
the price of the named commodities and the general price index. In 
Column II we see the distortion due to allied buying in our markets. 
We observe that the general price index was up to 70% but grains were 
up 143% of the July, 1914, index, iron and steel 185%, non-ferrous 
metals 144%, chemicals 110% and bituminous coal nearly 171%. Ob- 
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viously in this distortion there was no confiscation in downward price 
revision designed entirely to bring these particularly exaggerated prices 
back toward their normal relationship to the all-commodity index. But 
by glancing at Column III two things will be clear. First, our partial 
price fixing did not stop inflation. The all-commodity index rose an- 
other 32% by November, 1918; second, only in the case of non-ferrous 
metals did we succeed in reducing any of the principal commodities 
to their normal place in the general pattern of prices. While, in the 
period of our participation in the war, we did succeed in reducing the 
degree of distortion in the prices of grains, iron and steel and bitumi- 
nous coal, we never cured it. All we did in respect of these controlled 
prices was to reduce the spread between the abnormal relation we found 
in 1917 and the normal relationship of 1914—in the case of grains a 
spread of 73 points was reduced to a spread of 25 points; iron and 
steel was reduced from a spread of 115 points to 51 points; non-ferrous 
metals from 74 points to -2 points; chemicals from 40 points to 8 points; 
coal from 101 points to 33 points. Thus, in the unusual conditions of 
1917 there was ample room to attack the exaggerated prices singly 
without any such injustice as would have happened if, for example, we 
had held the 1914 price of iron and steel at an index figure of 59.5 letting 
the other prices rise to the figures shown in Column II. 

These figures show, I think, that individual price fixing did not stop 
inflation. We made an exhaustive study of this after the war which is 
published in a joint book by the War Industries Board Price Section 
and the War Trade Board. (W. I. B. Price Bulletin No. 3). The net 
result of that study is sufficiently shown in the tables I have given. We 
checked the rate of inflation but the process still went on. Of course it 
must go on when we fix only a few prices leaving the rest free to rise— 
as rise they must if only because of inflation of the currency which is an 
inevitable concommitant of any war. Individual price fixing can never 
stop inflation. 


(3.) In any circumstance of the advent of war the theory of individual price 
fixing is fundamentally unsound. 


I have shown—and, I submit, incontrovertibly—that individual 
price fixing of a few commodities in the usual circumstance of the ad- 
vent of war is necessarily confiscatory and wholly impracticable. Also, 
that even if we start with a distorted schedule or wait for the initial 
schedule to become distorted, the individual method does not reach the 
chief evil you are convened to consider, namely, inflation. I wish to go 
further and say that in the unusual (as in the usual) case of the coming 
of war the piece-meal system is equally unsound in principle and for the 
same reasons in each case. 

Since the uncontrolled component costs of the fixed price are con- 
stantly rising, the fixed price is moribund at the moment it is uttered 
and may be dead before it can be placed in practice. We had something 
of this experience with our fixed prices in 1918. It became rapidly 
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apparent that the rising tendency of the elements of the cost of living 
—retail prices—would soon obsolete our whole schedule and that we 
would be faced with the alternative either of adjusting our fixed prices 
upward or of entering the complex field of retail price fixing in a dis- 
organized price structure. We chose the latter method and were pro- 
ceeding vigorously with it when the armistice came. We had started, 
just as these witnesses start, with the idea of fixing a few basic prices 
and letting other prices go free. The uneven upward trend of free 
prices was threatening the structure. To maintain it we were driven 
to consider an enormous extension of the price fixing field. Out of that 
experience my present suggestion was born. It was simple and obvious 
that—at last -analysis—what we were really groping toward was the 
creation (under a rapidly but irregularly rising trend) of a stabilized 
homogeneous and balanced general price schedule, the very condition 
that normally exists at the beginning of nineteen out of twenty wars. 
Two conclusions were obvious. First: ‘‘If what you have naturally at 
the beginning is the very thing you are strwing to recreate artificially 
at the end, why not preserve the imtial relationship?’’ Second: ‘‘This 
thing you are trying to recapture, in an irregularly rising market, by 
arbitrary ptece-meal stabilization—no matter how comprehensive—is, 
by its very terms, arithmetically wmpossible.’’ It is like a dog trying to 
catch himself by running rapidly around a tree. Or (because the free 
components of the fixed price continue to increase) it is like a command 
to a moving regiment—‘‘regiment, halt! But all the soldiers shall keep 
on marching !’’ 

When we reflect that the price of anything is simply the resultant 
of the price of everything, it must be clear that, in war we cannot justly 
or practicably halt the rise in the price of anything unless we halt the 
rise in the price of everything and this is true—in different degree— 
whether we start with a balanced schedule or a distorted schedule. 

For this reason even in a repetition of 1917, I can see no logical 
argument against general stabilization first to stop the rising trend 
everywhere—followed by an immediate attack on each exaggerated 
price. 


(4.) General stabilization requires less machinery and is simpler and easier 
than stabilization piece-meal. 


One of the most astonishing aspects of the testimony before the 
Commission was an opinion by several witnesses that general stabiliza- 
tion would require a more complex machinery or would be a more diffi- 
cult administrative procedure, or would create more confusion than 
piece-meal price-fixing. 

Commander Hancock, Mr. Baker and Mr. Willard all expressed 
themselves as feeling that it would be too difficult a matter for the 
President to determine a day to use as a standard. It was a trifle 
unfortunate, I think, that some of the questions referred them to a day 
90 days or some specific number of days prior to a declaration of war. 
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As I have shown earlier, such was not the intent but only that the day 
should be one that reflected practically the current condition at the 
outbreak of war and that the only reason for allowing some leeway 
was to permit of selection of a day on or about the day of declaration 
when there should be the fewest downward distortions. Colonel Ayres 
thought that all that was necessary would be to freeze twenty com- 
modities at the outbreak of war—a proposition already shown to be 
wholly impracticable. Mr. Baker thought there would be less confusion 
by fixing prices piece-meal. 

In order to examine this criticism we must consider two cases: 
first, the usual case where we start with a more or less homogeneous 
and normal price structure; second, the unusual circumstance of 1917 
where many prices are far above their normal relationship with general 
prices. 


(a) Price Stabilization in the usual case of the advent of war. 


As I have shown if (in the usual circumstances of the outbreak of 
war) we adopt the individual fixation plan of these witnesses we cannot 
fix prices at all at the outset. We must wait, while the whole structure 
advances, until distortions appear and then move against them. 

Under my suggestion we would at once freeze the whole price 
structure in its normal relationship and thereby stop advances. This 
does not mean that we would decree any price. The frozen structure 
is a schedule of maximum prices. Economic influences making for 
price declines would operate freely. We are simply clapping on a 
ceiling against advances and we immediately set up a Commission to 
rectify any incidental injustices. In my opinion the mere fact that such 
a power and plan exists would have a very great stabilizing effect on 
any tendency of prices to rise. 

The President would have no difficulty in naming a day. On any 
day he names, some prices are sure to be somewhat above, and others 
somewhat below their usual relationship. We would have to consider 
them separately and at once. The President’s only problem at the start 
is one of convenience—to name a day when these exceptions are fewest, 
and of course he must guard against selection of a day reflecting ma- 
terial changes of prices as compared with the situation existent on the 
day stabilization is to become effective. There is no machinery com- 
plexity or difficulty whatever in this. 

Let us assume that the day is named and the schedule of maxima 
effective. It now becomes necessary to consider the exceptions which 
we may have caught in our net. These are of two kinds: first, prices 
for some reason temporarily depressed which if left free would, under 
war stimulus, rise to parity with other prices or far above them; second, 
prices which for some reason are temporarily above their just rela- 
tionship. 

The most obvious instance of probable depressed price is that of 
some farm products mentioned here by George Peek. These are now 
and long have been much submerged below their pre-war relationship 
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to general prices. In every war in history farm prices have been among 
the most volatile. If left free they would rise exorbitantly. Mr. Peek 
stated the solution with the problem. If the problem occurred today, 
we would probably raise the frozen maxima to a figure which bears 
the pre-war relationship to the general price index. No machinery, no 
study and no administration is required for this kind of case. It is a 
simple arithmetical problem in ratios. 

It must be constantly emphasized that the maximum price so ad- 
justed would not be a fiat nor even a minimum guarantee such as we 
made for wheat in 1917. It would simply be a price above which farm 
products or any other unduly depressed commodity must not rise. If 
economic forces did not raise them to that maximum they would never 
reach it. 

The second class of cases is that of the unduly exaggerated price 
requiring downward revision. First we must note that, in the usual 
case we are considering, there would be very few of these and none of 
the exaggerated distortion we found in 1917. In peace-time, individual 
prices rarely if ever get very far out of line with their normal rela- 
tionship. 

It is a much more difficult thing to revise maximum prices down- 
ward than to revise them upward. It requires exhaustive cost studies 
and long and difficult negotiations. All that involves machinery and 
trouble but it requires not nearly so much of either when we start from 
a stabilized base with only a few minor exceptions to deal with, than it 
would to sit still while all prices spiral dizzily upward and then finally 
to move against a confused mass of exaggerated exceptions and attempt 
to haul them back into line while the whole schedule is still scurrying 
skyward—and to what end? Simply to try to restore a balance that 
we had at the beginning and could have maintained without effort and 
on a much lower level. 

One method stops a runaway and keeps the whole team in line. 
The other submits to the runaway and then tries to keep some of the 
horses from running faster than the rest. 

Between these two alternatives I can see no room for hesitation. 
Why should we submit the nation to the disorganizing and destructive 
process of general inflation? Why lose the time and suffer the loss? 
Why multiply work and difficulty? Why abandon the natural structure 
of price relationships and then later seek to create a wholly artificial 
pattern of relationships by a conjectural method under well-nigh im- 
possible circumstances? 

In this case surely the proponents of piece-meal (as opposed to 
general) stabilization had not clearly understood what is being pro- 
posed. ; 


(b) Price stabilization in a distorted price structure. 


This brings us to consider the relative merits of general price 
stabilization as against piece-meal price fixing in such a case as we 
encountered in 1917. The witnesses whose testimony we are consider- 
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ing say that the former would be more difficult and require more ma- 
chinery. But why would it? The sole difference between the two plans 
is that under my suggestion we would clap a ceiling on the whole sched- 
ule—at first—to stop the upward trend and then proceed to bring down 
the peaks by attacking them one at a time. As these witnesses would 
have it, we would do exactly the same thing as to the peaks but leave 
the generality of component prices to run wild. I have already tried 
to show that this is fundamentally unsound in economics. But we are 
here considering relative difficulty of administration and not economic 
theory. Why is it more difficult to reduce an exaggerated price when 
its component costs have been stabilized than when those costs are 
fluctuating wildly? I think the question answers itself. The number 
of prices to be considered, the machinery and method for determining 
the maxima, the administration and negotiation are exactly the same 
in either case. Anyone who had actual experience with the process 
must know at a glance that the task would be far more simple when 
performed from a stabilized base than when performed from a fluctu- 
ating base. I think that point requires no argument. 


D. 
Miscellaneous Criticisms. 


(1.) General price stabilization would not disproportionately burden any 
economic group. 

It should be obvious without argument that general stabilization 
of a natural price structure is inherently a rule of equality especially 
when compared with individual price fixing and yet the project has been 
attacked here on the argument that, if we had stabilized prices in April, 
1917, the savings to our people would have come largely out of two 
specific economic groups. 

Colonel Ayres says that price changes in different groups during 
our participation in the war were: 


Rigen to ie ea ee tos ers eee + 6% 
PSP TIOG Mets. girs ats Sn es ee ea +39% 
eUNC RIG eT rstocks Ore se a ees + 4% 
SC hE Dati dAi esteem ddl PgR ea A Ue RAN A —10% 
CEO GUD OLCOl sae Ve nde vee ss es —11% 
Other metal products .............. —20% 


From these figures he concludes that, if there had been general 
stabilization in April, 1917, ‘‘it would have had its impacts largely in 
those two general fields of the farmers and the textile workers’’ since 
the majority of whatever saving had been made would have come from 
farmers ‘‘who would have received far less from food products .. . 
and from the textile workers.”’ 

This is so remarkable a statement that it is difficult to believe that 
it was not an inadvertence. In the first place the ‘‘food’’ group of 
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prices is not a true reflection of the farmer’s situation. Even if it were, 
it is manifestly unfair to compute the farmer’s relative condition by 
comparing even his own prices with those of such random groups as 
leather or metals. The obvious way to find out how the farmer fares 
is to compare the index of his prices with the all-commodity index or 
with the non-agricultural price index. The April, 1917, ratio of farm 
prices to the U. S. Department of Labor all-commodity index was 
109.6% and to the same department’s non-agricultural price index was 
113.8%. The corresponding November, 1918, ratios were 110.% and 
114.7% —all of which means that the farmer, at the Armistice, would 
have been in almost the identical economic situation if all prices had 
been frozen in April, 1917, as he was in the circumstances that really 
existed at the Armistice. The difference is negligible. 

As to textiles it is true that piece-meal control of prices was at- 
tempted far too late and was ineffectual. Consequently textile prices 
ran further away from their proper relationship to other prices than 
did any other group and therefore Colonel Ayres is right in saying 
that if we had stabilized all prices in April, 1917, (when textile prices 
were in an eminently fair relationship with other prices) they would 
never have risen to such exorbitant heights as they reached in 1918. 
Precisely to prevent such distortion is equally the whole aim and en- 
deavor either of general stabilization or partial stabilization such as 
Colonel Ayres advocates. Colonel Ayres shows that steel and iron 
prices declined 20% between April, 1917, and November, 1918. He 
does not add that they fell under compulsion of price revision down- 
ward. On the contrary he compares that forced fall with the uncon- 
trolled rise of textiles and concludes—as though it would have been a 
grievance—that if control of textile prices had been equally effective 
with control of steel prices, the savings to our people would have come 
out of the textile workers. 

Of course the fact is that no commodity group has a vested right 
in exorbitant war prices and that reduction of textile prices to an 
equable basis would have come out of swollen profits of textile com- 
panies and not out of textile workers. 

Since the effect of general stabilization on farmers’ relative prices 
would have been negligible, on textile workers nil, and on the textile 
companies only that justice for which all such plans are devised, one 
wonders why ‘‘farmers’’ and ‘‘textile workers’’ were emphasized. 
Both the Fuels group and the Building Materials group also got badly 
out of line in 1918 in spite of individual price fixing. They were not 
mentioned in the conspectus of this witness. In the same statement in 
which this witness used the example of textiles as an argument against 
a price stabilization, in advocating individual price freezing, he 
said: 


‘‘Price freezing . . . should be undertaken... at the begin- 
ning of the war in those commodities which clearly are going 
to be purchased . . . in such large amounts that the new and 
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added demand threatens to lift the quotations unusually high 
... those products include, clearly, iron and steel... they prob- 
ably include several different types of textiles ... perhaps there 
might be, let us say, twenty commodities. ’’ 


: As I have already shown, such a plan would be confiscatory and 
impracticable in the usual circumstances of the advent of war. 


(2.) General price stabilization does not insure profiteering by producers 
whose prices are in a declining trend because it does not fix fiat prices— 
it only clamps a ceiling on the price structure existing at the advent of 
war. 


This witness’ next assertion is even more remarkable. It is that, 
if prices were frozen, nobody would try to get a frozen price adjusted 
downward and so ‘‘where the trend was downward the freezing would 
constitute a governmental sanction for an ever increasing profit.’’ 

This would be true only if the frozen price was a fiat price. He 
apparently does not understand what was explicitly brought out in my 
statement: ‘‘The crystallized price structure is a schedule of maxima. 
Items in ample supply are left free to fall below the fixed price schedule. 


Obviously if any trend is downward it is because supply exceeds 
demand and it will be wholly unnecessary for anybody to ‘‘make appli- 
cation for reductions.’’ The law of supply and demand will attend to 
that as it traditionally does—not occasionally, or now and then, or 
part of the time, or here and there—but at every place and all of the 
time. 

Furthermore there was no basic commodity in the whole list during 
the war where the price trend was downward in the sense in which the 
words are used here. The only conspicuous and sustained downward 
progress (relative to the general price index) that was not the result 
of artificial price control of one kind or another in this country was 
in leather (and that has been shown [W. I. B. Price Bulletin No. 3] 
to have been the result of price control in England in 1916) and in 
manufactured fuel and lighting gas which was the result of vastly 
increased production due to the demand for coke and by-product 
derivatives such as toluol. The very fact that the gas price went down 
bears out my statement that the law of excess supply and reduced 
demand forces prices downward and refutes this witness’ criticism 
that by-products in general not necessary for war uses under a frozen 
price system would ‘‘yield greater and greater profits’’ under govern- 
mental protection. 

Therefore the statement that the cases where ‘‘the trend was 
downward would constitute a governmental sanction for an ever 
increasing profit which in the case of a large part of our expenditure 
in that (the World) war would have been of considerable proportions’’ 
is almost meaningless first, because, except as just noted, there were 
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no downward trends that did not result from the downward fixation 
of price and, second, and more importantly, because we are not dealing 
with a fiat price but only with a stabilized maximum price. 


(3.) General price stabilization will freeze some maximum prices at figures 
too low to bring out necessary production. The easy and obvious 
remedy is to raise such prices. 


Colonel Ayres also mentions as an objection the circumstance that 
freezing might find a particular commodity necessary for war ab- 
normally below its normal relative place in the general price structure. 
Of course this is certain to happen. It will happen as to particular 
commodities and it will also happen as to particular localities. This 
was thoroughly developed in my previous statement where, after show- 
ing the reason why we must provide a price incentive to increase pro- 
duction in particular cases, I said: 


‘¢A method must be devised to adjust the initial frozen price 
pattern to the changing situation.’’ 


I then referred to the method of the 1917-18 Price-Fixing Commission 
and said, ‘‘There was nothing in the experience of that Commission to 
suggest that a similar system would not be entirely effective in the 
future.’’ 

As I have already shown in my initial statement and in this state- 
ment, there is neither difficulty nor complexity nor administration in 
revising a price upward. This criticism is almost trivial. 

I will go a step further and say that, as upward adjustments 
become necessary to govern particular cases, their effect on other costs 
may require small flat percentage increases in the whole pattern. Both 
processes are provided for in the suggested statute and both are simple. 


(4.) General price stabilization can easily be protected against the price 
situation in other countries. 


Colonel Ayres and Mr. Baker bring up the obvious situation in the 
rubber and tire industry where the price of tires may be frozen in the 
domestic market and the price of rubber free and probably grossly 
inflated abroad and say, ‘‘It would be quite impossible to keep on pro- 
ducing tires at present prices.’’ 

This situation was fully considered in my prepared statement 
as follows: 


‘‘The frozen pattern of price will also have to be protected 
against the situation in export trade. If, as is almost certain, 
the inflationary process is in operation in the rest of the world, 
means will have to be applied to prevent extravagant foreign 
prices from upsetting our domestic schedule. Government, in 
its world economic strategy, must have almost plenary control 
over foreign trade just as it did in 1917-1918. We shall see the 
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agency for such control purchasing for export at the controlled 
domestic price, selling in export at world price and using the 
profit to buy necessitous imports at inflated world prices and 
sell to domestic needs at the controlled schedule.’’ 


It is only fair to conclude that these witnesses had not read my 
testimony. It was particularly unfortunate for their argument to have 
used rubber as an example. They have apparently forgotten what hap- 
pened during the war under War Trade and War Industries Board 
control of rubber prices through agreements with rubber producing 
countries. Notwithstanding tremendous demand and acute shipping 
shortage the price of rubber went down during 1917 from an index 
figure of 178 to one of about 128 where it remained until the Armistice. 

I never hear this branch of the subject discussed that I do not 
recall the case of Chilean nitrates. The price of nitrates—an absolutely 
critical and indispensable war commodity—was being deliberately 
controlled against us and, by reason of apparently ideal circumstances 
for speculation, threatened to rise to any height. By a relatively simple 
use of plenary governmental war control of foreign trade we handled 
the nitrate price situation quite as effectively as we controlled the 
domestic price of any commodity. I could cite similar cases of regula- 
tion of import price through government control of foreign trade. 
There is no danger to the proposed plan inherent in the superficial 
objection we are now considering. 


(5.) Governmental price fixing is not possible in peace but it is in war. 


General MacArthur’s suggestion that governmental price regula- 
tion is a failure does not apply to price control during the World War 
as your record plainly shows. I do not read his statement as imparting 
anything more than my own observation on this subject that price 
regulation in peace is impracticable because, shortly after making it, 
he proposed an immediate control of prices of raw materials which 
‘‘might finally cover the whole range of commodities.’’ This general 
assertion about price regulation which we are all prone to use, over- 
looks the fact that one very large section of American industry is, 
and for many years has been, operating under fixed prices—the whole 
railroad and public utility field—the combined total of which accounts 
for a very substantial proportion of all business done in the United 
States. 

Also, while we all know that peace-time price fixing is a visionary 
dream because economic law and not governmental determination con- 
trol both supply and demand, if the World War proved anything it 
proved that in major war government must, for all practicai purposes, 
exercise a rigorous control over principal sources of supply as well as 
over principal channels of demand. As a matter of fact neither General 
MacArthur nor any other witness has failed to urge that price fixing 
is necessary. The only real point of disagreement disclosed in the 
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record is as to whether it shall be an artificial and arbitrary fixation 
of individual prices or preservation from the outset of the natural 
pattern of price relationships. 

One curious aspect of this and all other arguments that have been 
advanced against general war stabilization is that it applies with pre- 
cisely equal if not greater force to partial stabilization. 


(6.) General price stabilization in war has not been adjudged unconstitutional. 


General MacArthur said: ‘‘Since the Supreme Court has definitely 
determined that no price fixing agency of government may set a price 
on a citizen’s property and compel him to give that property to the 
government at that price, any fixed price is effective only when it is 
enforced by public opinion.’’ 

I fully agree that no drastic war policies opposed by public opinion 
can succeed but I am assured that no such pronouncement ever dropped 
from the Supreme Court as applying to war-time price stabilization. 
If this statement, in the broad language quoted, were the law we would 
have no procedure in eminent domain, no railroad and other public 
utility rate regulation and no usury laws. We would have had no 
history of war control of prices with which this record is redundant. 
I understand that your legal section has arrived at no such conclusion 
as to the law on price fixing. 


(7.) There is nothing conjectural or impracticable in general price stabilization. 


General MacArthur also said: ‘‘So many factors are involved 
(in general price stabilization) that injustice must follow. Evasion 
and court appeals are inevitable. Attempts at enforcement would likely 
create antagonism and government would lose good will. Without com- 
plete and unstinting popular support no nation can hope to fight to 
victory. The citizens’ road to judicial appeal should not be made long 
or difficult.’’ 

As I have observed earlier, these remarks are applicable with at 
least equal force to partial price-fixing as to general price-fixing and 
some of them, I think, apply with more force to partial price-fixing. 

What witnesses overlook is that we are not proposing here a fiat— 
an artificial determination of price. We are proposing to clamp a ceil- 
ing down on a whole pattern of existing prices created by the operation 
of economic law. The justice which we insure is the justice of the laws 
of trade as they are working at the time the ceiling is clamped down. 

An individual fixed price is a pure artificiality—an invention, if 
you please. The very reason for using it is that we are dissatisfied 
with the product of the law of supply and demand under war stress and 
wish to substitute a designed price in its place. For reasons fully 
developed in this statement, I see no escape whatever from the con- 
clusion that this method is an economic impracticability if applied early 
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in any major war under the usual circumstances of the coming of war 
and it is impracticable precisely because it insures injustice. In other 
words some incidental cases of injustice (immediately to be relieved) 
might conceivably arise from general stabilization but, as I have tried 
to show, partial stabilization, in the usual case of the advent of war, 
has invariable and unavoidable injustice as its inherent essence. 

Some evasion and some court appeals are inevitable. They would 
be inevitable under any form of price control. A glance at the 
appended statute will show that they have been provided for and that 
the citizens’ road to judicial appeal is made short and easy. 

One curious aspect of the difference of opinion on this subject is 
that everybody (including myself) stresses the importance of civilian 
morale and then proceeds to use it as an argument for the thing he 
proposes. That of course presents to the Commission the choice be- 
tween the effect on civilian morale of a stabilized price structure or that 
of a time of wild inflation. To my mind there is small room for hesita- 
tion. 

As to the morale of the generality of civilians we all know how it 
was affected—especially among soldiers’ families and people of fixed 
income—by the upward spiralling of the cost of living and the lavish- 
ness of reward to those who were in a position to profit by it as com- 
pared with the hardship imposed on those who were compelled to suffe 
from it. j 

As to the morale of industry at large in the World War, the 
uncertainty of the daily fluctuation of price and the inevitable rising 
trend on all sides was matter for common commiseration. I am aware 
of no able and experienced business administrator who does not prefer 
operation under stable conditions to operation under a price schedule 
in an unforeseeable state of flux. 

We have also to consider here the apparent thought of some wit- 
nesses that morale would be better conserved if the government moved 
against individual prices to control distorted peaks than if it stabilized 
an initial normal supply-and-demand relationship. 

I am completely unable to get this point of view. When govern- 
ment approaches a distorted price schedule to control individual prices, 
it moves every time for the purpose of reducing a price. It goes in to 
break up an enjoyable situation and to impose a severe restriction. It 
is simply not in human nature to welcome this. I never experienced in 
such a situation much of the cordiality referred to by some witnesses. 

What is here proposed is a very different thing. At the outset in 
the usual case, we are not going to reduce anything. People are simply 
put on notice that prices are not going to be allowed to rise. They 
know from the experience of the World War that the power of the 
longest purse is going to be considerably curtailed because essential 
things, at least, are going to be pretty much rationed anyway. Every 
producer and every merchant knows that, while his price may not rise, 
it is unlikely to fall and, as to his profits, that regardless of price, his 
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turnover will increase because, by reason of scarcity, he is in a sellers’ 
market and he can plan with confidence because his price is constant. 

I feel confident that, assuming the effect to be as I have stated it, 
ninety-nine out of one hundred business men would infinitely prefer 
such a situation to the one that is absolutely certain to supervene under 
any plan for individual price stabilization. In other words, to the 
extent that morale, content, satisfaction and calm are involved, my sug- 
gestion encourages them while the contrary suggestions are designed to 
impair them. 


E. 


Price control through “leadership”? alone is not feasible. 


Also Mr. Baker said: 


‘What Mr. Baruch did with his organization in the last war 
was to make it the leader of American business rather than the 
boss of American business. When he wanted, for instance, to 
fix prices in an industry or to divert the capacity of an industry 
from one occupation to another, the way he did it was to send 
for the leaders of that industry, seat them around the table with 
him, tell them the national need, lay out the economics of the 
situation to them with experts in their own field at his elbow, 
and, at the end of the conference they were not only informed of 
what was to be done but they knew why it was to be done, and 
they were enthusiastic for doing it . . . my recollection is that 
there was no single instance in which an industry was invited to 
a conference of that sort in which it did not enthusiastically con- 
form to the desire of the War Industries Board as soon as it was 
all explained and worked out. 

‘|... For that reason I am inclined to believe it would be 
far better to secure results in the next war, to secure the results 
which Mr. Baruch is aiming at, by following his processes rather 
than by attempting in any arbitrary way to install his procedures 
at the outset as an arbitrary and fixed thing. I am not economist 
enough to comment on Mr. Baruch’s suggestion that there ought 
to be an instantaneous freezing of prices, but I am willing to be 
fool-hardy about it and venture a disagreement... . 

‘‘Take the steel industry, for example. There was in the 
office of the Secretary of War a meeting of some 25 or 30 men 
who controlled the steel industry, or controlled its management 
in this country, and the problem of what ought to be the price of 
steel in the United States after we went into the war was pro- 
posed for discussion and an agreement reached under the advis- 
ory direction of the Secretary of the Navy and the Secretary 
of War which reduced the price of iron and steel products, which 
are the most necessary things in a war, so that the net effect of 
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that kind of price control, through the leadership which we ex- 
ercised, was that the general price level of iron and steel products 
went down after America went into the war.’’ 


General MacArthur also said: 


‘*Prices promulgated as fair and reasonable should be deter- 
mined by agreement between government and the representa- 
tives of industry. . . . Price control efforts . . . will be 
directed gradually . . . Good will and cordial acquiescence will 
assure their success. Injustice and hastiness will be avoided be- 
cause in the determination of prices industry will have a voice. 
The spontaneous cooperation born of patriotism and enthusiasm 
will not degenerate into an enforced and begrudging compliance 
. . . Citizens will feel that the restrictions to which they submit 
are restrictions they themselves have imposed in the interests of 
the common welfare.’’ 


What these witnesses are really referring to when they talk about 
spontaneity and cooperation in general public acceptance of price fix- 
ing and all other war tasks is not that there was not compulsion behind 
the duty imposed on citizens. They are referring to the universal con- 
fidence that was placed by government in the people themselves to 
enforce the more or less arbitrary and distinctly sacrificial require- 
ments of government. As if by common consent, every war administra- 
tion adopted the policy of decentralization reliance on unofficial civilian 
cooperation, public education as to necessity and—to put it frankly— 
universal and highly organized propaganda. 

Thus the draft—instead of being enforced by soldiers carrying 
bayonets as in the civil war—was turned over to small boards of local 
civilians who were given almost unlimited and final authority. Largely 
they served without compensation and at great sacrifice. Much was 
made of the service of these men and conscription took on the aspect of 
a great spontaneous levée en masse. But there was a provision in the 
Selective Service Act under which, if any member of these draft boards 
had refused that duty, he could have been sent to jail. Many men who 
failed to register did go to jail. 

Thus the Food Administration actually absorbed into its organiza- 
tion not only bakers, millers, dealers and elevator companies—but also 
thousands and thousands of housewives. But in the act under which 
this was done there were many penal and criminal provisions and there 
was the standing threat to every one of the hundreds of thousands of 
licensees under that Act of being put out of business on a moment’s 
notice by the arbitrary act of the administration and of being sent to 
jail if he did not stay out of business. 

Thus, also, as I have repeatedly explained, industries were called 
into consultation whenever the War Industries Board fixed a price and, 
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while we had no penal statute, we had plenty of threat to enforce what 
we thought was just. 

In other words it was an enlightened policy of administration of 
those laws—not an absence of teeth in their jaws—which obtained an 
unusual degree of popular cooperation for them. I see no reason to 
suppose that the suggestion now made would be administered in any 
less sensible manner. No industry is going to complain of our effort to 
protect it from a panic market. If any industry is hurt, the way to 
adjustment is wide open and adjustment would proceed on exactly the 
round-table ‘‘conference’’ method invented by the various War Ad- 
ministrations in the World War. It goes without saying that the 
agency responsible for production and industrial efficiency is not being 
set up to oppress industry. 

I would be the last person in the United States to depreciate the 
spontaneity of whole-hearted cooperation and self sacrifice exhibited by 
American business during the war. That and that alone made my work 
possible. I agree with Mr. Baker’s excellent statement: ‘‘The mobili- 
zation of America for participation in the World War is the most out- 
standing industrial achievement that has been accomplished in the his- 
tory of mankind.’’ ... May I add to that by saying so spontaneously, 
so cheerfully and so enthusiastically. 

Yet I venture to think that there is not one of those industrial 
leaders who would not heartily agree with me in saying: first, that it 
would be impossible to prevent general inflation by any nation-wide 
convention as to price; second, that no one—no matter how generous— 
could agree to restrict his own price unless all other prices affecting him 
were restricted, or unless his price was already so high that his profits 
were exorbitant, and finally, that substantial price reductions by agree- 
ment (even from highly profitable peaks) could not be secured unless 
those willing to agree through high-mindedness knew that the govern- 
ment body with whom they were dealing had some sanctions—some 
control with actual teeth or some disciplinary power to apply to recalci- 
trant or unwilling subscribers in the event of default. 


I wish the record and my memories permitted me to agree with the 
picture presented by these witnesses of each commodity group gather- 
ing around to hear our price determinations and then going away ‘‘en- 
thusiastic for doing it.’ I wish I could also agree that after a meeting 
of steel leaders with the Secretaries of War and Navy before the war 
‘‘the effect of that kind of price control through leadership . . . was 
that the general price level of iron and steel prices went down after 
America went into the war.’’ My recollection is of a long and tedious 
period of bickering attended at first by such public statements by the 
President as ‘‘those who do not respond in the spirit of those who have 
given their lives for us on bloody fields far away may safely be left to 
be dealt with by opimon and by the law, for the law must, of course, 
command these things.’’ I recall a bitter controversy between the 
Chairman of the Shipping Board and the industry in June, 1917, lead- 
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ing to the Pomerene bill which proposed to authorize the President 
to fix iron and steel prices and to commandeer the plant of any pro- 
ducer who failed to comply. I remember also what I am free now to 
relate since Judge Gary himself has said—in effect—that he kept the 
steel industry from being nationalized. He was quite correct. Due to 
the inability of government to reach agreement with the steel industry 
I was compelled to—and did—secure authority from the President to 
commandeer certain companies in that industry if it should become 
necessary. While all this was going on, the index figures of the U. S. 
pee enent of Labor show the following as to the prices of iron and 
steel: 
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As Commander Hancock expressed it in his testimony relating to 
price control through leadership and agreement: 


‘¢. , . the President said to Mr. Brookings, (Chairman of the 
Price Fixing Commission), ‘Let the manufacturer see the club 
behind your door’.’’ 


Now, as I have explained before, the club was of synthetic origin, 
in that, in all these conferences, our sole authority was the latent threat 
of commandeering and withdrawal or priority ratings. The strength 
of that synthesis has been seriously diluted by expressions of the fed- 
eral judiciary, which has said, as I shall presently explain, that the 
War Industries Board had no statutory authority to fix prices or to 
commandeer, that such ‘‘agreements’’ were induced by duress and were 
not binding, and that such a method was invalid. It is unwise and 
unfair to any future war administration to require effective results from 
a more or less truncated flush after the hand has been so publicly ex- 
posed. Price control through such ‘‘leadership’’ alone will never again 
be possible. We must have statutory authority in the broadest con- 
ceivable language. 

So much has been said here about price-fixing by agreement, or 
spontaneous cooperation that I think it is necessary to say at this point 
that there was no such thing, generally speaking, as price-fixing by 
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agreement in any such sense as witnesses seem to have derived from 
reading and talks with others on this subject. Agreement there was in 
the sense of acceptance of a Federal price determination by a few 
leaders in each industry, and in many of our conferences the govern- 
ment had the enthusiastic support of some producers and in some con- 
ferences the unanimous support of all, but, as a practical matter, there 
was no alternative to such acceptance and there was a distinct threat 
of effective reprisal in case of refusal. 

Reference has also been made to Food Administration methods 
with perhaps a suggestion that greater reliance was there placed on 
spontaneous cooperation. Every one knows the skill with which that 
administration molded public opinion, but the Lever Act, under which 
it was set up fairly bristled with penal provisions. The President was 
authorized to prescribe reasonable charges and the President’s deter- 
mination of such charges was made prima facie evidence in any prose- 
cution. It was also a crime for any food company doing more than 
$100,000 worth of business even to continue in business without a 
license and the Food Administration conditioned these licenses on such 
considerations as it saw fit. 

As a matter of fact, the wheat price established under that act was 
a minimum guarantee. The licensing system was used to estabilsh a 
maximum price and an angry agricultural community has not yet 
ceased to complain about that ‘‘agreed price.’’ 


It is far from my purpose to criticize the Food Administration. 
It did what it had to do and the record speaks for itself—it was one 
of the outstanding jobs of the war, or of any war or any administration, 
but the Commission would be misinformed if it was to gather from any 
testimony here that there was price-fixing by spontaneous cooperation 
in that department any more than in any other war administration. 
As a matter of fact, in the strict sense, there was no price-fixing at all 
except as to wheat and its products. The Food Administration policy 
was to regulate profits rather than price. The Commission will be 
equally misinformed if it concludes that there was or can be price 
control without proper legal sanctions and determined administration. 


I bore the heat and burden of nearly every one of the principal 
price determinations except food and I am speaking from intense ex- 
perience when I say that in most cases those prices, while eventually 
accepted whole-heartedly, were not unconstrained free-will offerings 
of all by any manner of means. We used a good many euphenisms 
during the war for the sake of national morale, and this one of ‘‘price- 
fixing by agreement”’ is a good deal like calling conscription ‘‘ Selective 
Service’’ and referring to registrants for the draft as ‘‘mass volun- 
teers.’’ Let us make no mistake about it: we fixed prices with the aid 
of potential federal compulsion and we could not have obtained unani- 
mous compliance otherwise. 
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F. 


A statute authorizing general stabilization should not be deferred until war 
appears on the argument that we can then improvise a more appropriate act. 


Mr. Baker also said: 


‘‘Modern war is essentially a process of improvision . . 
as war progresses under modern conditions the inventive faculty 

. . ls stimulated . . . I think this is also true about the 
economic situation . . there is only a limited amount of pre- 
paratory economic legislation that can be done. . . 

. We of the War Department found ourselves perhaps 
more embarrassed by laws that had been passed than by the 
absence of law. . . . We were happiest when the laws that 
provided us power were more elastic and least in detail.’’ 


I concur fully with Mr. Baker that any law now to be passed must 
confer power in the very broadest language conceivable for the reasons 
he has given. But he seems to proceed on the theory that such powers 
as are here sought to be conferred are already in the President. I shall 
address this subject later. For the present let us assume that this 
theory is not correct. On this assumption we will have to have a 
statute conferring power and we must give it at least such definition 
in its provision of mechanics and methods as will make it conform to 
the Constitutional limitations heretofore laid down by the Federal 
Courts. 

We improvised in 1917 because we had to. I know of no benefit 
that came from our total lack of prevision and consequent necessity 
for improvisation of fundamental war measures. And I know of no 
burdens that came from broad statutes which were enacted in advance 
of war for the purposes of better administration in war. Had it not 
been for the National Defense Act of 1916 I shudder to think what 
might have happened. That act really interested industrial leaders in 
War Department problems for the first time in our history. The 
Council of National Defense provided by that Act literally produced, 
one after the other, the great war time industrial-mobilization agencies 
much as a hen lays eggs. I think it not too much to say that but for 
that little rift of statutory provision we could never have made our 
contribution in time to avert allied defeat in 1918. The statutes that 
proved burdensome were not those enacted after careful consideration 
to provide broadly for war; nor were any statutes that conferred power 
burdensome. The clogging statutes were peace statutes which re- 
stricted power, imposed formalities and neglected completely to pro- 
vide for the overwhelming necessities of the emergency of modern war 
—such statutes as were virtually repealed by the Overman Act. 

Improvisation is almost an obsession with us. Many of our manu- 
facturers say that our refusal to adopt contemporary types of machine- 
guns, seventy-five millimeter projectiles and guns, airplanes, airplane 
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engines and even our own standard types of motor trucks, in order 
that we might improvise improvements on what the experienced Allies 
had already effectively used was largely responsible for General Per- 
shing’s recently published complaints about deliveries of technical 
equipment, 

We improvised a Selective Service Act and the circumstance of 
its novelty required six weeks of study and debate before enactment. 
Except for unauthorized administrative action during those six weeks 
every principal datum point in the history of our participation would 
have been set back exactly six weeks with what result on the Western 
Front in March, July and November 1918 I hesitate to conjecture. 

We are considering here a far-reaching step in war economics. 
It is based on specific experience. The results to be achieved are being 
demanded from the nation by such soldier organizations as The Amer- 
ican Legion and have been promised by both political parties because 
there is a general feeling that our present system of distributing war 
burdens is grossly unfair. In other words, maintenance of military 
and civilian morale requires these results from the government. Under 
modern conditions if we do not provide for them our military effective- 
ness for defense will be impaired. Yet the solution is not easy. If 
there is any one thing that has been brought out clearly here by the 
very diversity of opinion on this subject, it is the lack of understanding 
of the principles here involved by men who were in positions of the 
highest responsibility in our war effort but who, by reason of the 
intense centering of that responsibility in their particular departments 
and the furious effort to which they were driven, had neither time nor 
opportunity to know or understand what was going on in the next com- 
partment of governmental war effort. How much less informed and 
more bewildered would a hastily assembled war organization or a new 
War Congress be, when presented with this problem in the panic of 
a world upheaval? 

I submit that here is no situation for consideration and decision 
in the white heat and confusion of a war emergency. It is a situation 
for the most deliberate study and unhurried decision. The suggested 
statute is mandatory in nothing. It is permissive merely. It simply 
creates powers in the President to be used when necessary and appro- 
priate to the kind of emergency we may encounter. It leaves the way 
for necessary improvisation wide open but it does not remit the country 
to improvisation of a basic and fundamental economic policy in the 
excitement and confusion of a lethal attack. 
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G. 


The Constitution implies no war powers in the President which would enable 

, without statutory authority, to regulate prices and control industry 

or even to commandeer property for the support or maintenance of the 

Army or Navy—much less to do these things for the civilian population. 

Consequently a broad statutory donation of such powers would not limit 
supposed plenary implied war powers of the President. 


The Capper-Johnson bill (p. 112) authorizes the President, in case 
of the existence or imminence of war: 


‘‘(a) To determine and proclaim the material resources, 
industrial organizations, and services over which Government 
control is necessary to the successful termination of such emer- 
gency, and such control shall be exercised by him through 
agencies then existing or which he may create for such purposes: 


““(b) To take such steps as may be necessary to stabilize 

prices of services and of all commodities declared to be essen- 

tial, whether such services and commodities are required by the 
Government or by the civilian population.’’ 


Speaking of this bill Mr. Baker said: 


‘Tt is really an express donation to the President of what 
has always been tacitly regarded as the war power of the Pres- 
ident... confers by statutory enactment what has always been as- 
sumed to be the war power of the President.’’ 


And further: 


‘‘Secretary Hurley: Now, on the question of a constitutional 
amendment or the enactment of a law by Congress to give the 
President the power suggested for the freezing of prices, mini- 
mizing of profits, stabilizing the economic situation during an 
emergency, I understood you to say that under the present con- 
stitutional powers, under the laws heretofore enacted on that 
subject, and under the implied power which the courts have held 
to be in the Chief Executive in time of emergency, all of these 
things can be done without further enactment? 


Mr. Baker: I think they can, Mr. Secretary. Of course I 
have not examined any of these laws since 1921 and do not know 
what has been repealed since then; but I think that can all be 
done under the combination of the flexibility which was intro- 
duced by the Overman Act and the normal constitutional power 
of the Executive. If the Overman Act has been repealed (and 
I suppose it has been) then so much of the Capper-Johnson Act 
as restores that power, removing the objection pointed out by 
Mr. McSwain, which had not occurred to me when I read the 
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act, would seem to me to be a very proper act to have on the 
statute books at all times as an element of flexibility in the execu- 
tive power.”’ 


And later on: 


‘Secretary Hurley: Invasion by statutory enactment of a 
field that is now left to implied powers. The purpose of my 
question is to bring out whether or not a statutory enactment 
usually limits implied powers or enlarges them. 

Mr. Baker: It usually limits the implied powers . 

Secretary Hurley: In other words, you found, where you 
relied upon implied power, you could always go ahead; but where 
you had to rely upon a statutory enactment, you found your way 
obstructed usually by the enactment? 

Mr. Baker: Yes, sir.’’ 


and finally: 


‘‘Mr. Collins: You spoke about the war powers of the Pres- 
ident. Where do you find anything like that? I have heard that 
expression. 

Mr. Baker: Well, the place to look for it, sir, is first to read 
the description of the President of the United States, as Com- 
mander in Chief of the Army and Navy, and then in the deci- 
sions of the Supreme Court. There is no definition of it; there 
is no donation of it, but the Supreme Court has found it in abun- 
dance.”’ 


The Overman Act simply authorized the President to 


‘¢. . . make such redistribution of functions among execu- 


tive agencies as he may deem necessary including any functions, 
duties, and powers hitherto by law conferred upon any executive 
department, commission, bureau, agency, office, or officer. 

‘¢. . . utilize, coordinate, or consolidate any executive or 
administrative commissions, bureaus, agencies, offices or officers 
now existing by law, to transfer any duties or powers from one 
existing department, commission, bureau, agency, office, or of- 
ficer to another, to transfer the personnel thereof or any part 
of it either by detail or assignment, together with the whole or 
any part of the records or public property belonging thereto. 

ya . establish an executive agency which may exercise 
such jurisdiction and control over the production of airplanes, 
etc.’’ 


and provided that 
‘*, . . moneys heretofore and hereafter appropriated for the 
use of any executive department, commission, bureau, agency, 
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office, or officer shall be expended only for the purposes for 
which it was appropriated under the direction of such other 
agency as may be directed by the President hereunder to per- 
form and execute said function. 

**. , . Should the President, in redistributing the functions 
among the executive agencies as provided in this Act, conclude 
that any bureau should be abolished and it or their duties and 
functions conferred upon some other department or bureau or 
eliminated entirely, he shall report his conclusions to Congress 
with such recommendations as he may deem proper.”’ 


The Overman Act thus granted no new powers whatever to the 
Executive Branch as a whole and specifically withheld power even to 
abolish a bureau. It has expired by its own limitations. 

I think it is fair to conclude that Mr. Baker’s opinion is that the 
President derives by Constitutional implication all the power that is 
necessary to stabilize prices and control resources or to carry into 
effect the recommendations I have made and that the only statutory 
enactment necessary is a revival of the Overman Act. As I said in my 
original statement, I think the Overman Act should be revived in a 
future war. 

To a similar result as to the effect of specific enactment to limit 
implication and the so-called war powers of the President was the 
testimony of Commander McNutt. 

It may appear somewhat inconsistent to those who were in or near 
war-time administration for me now to express an opinion against this 
point of view. I think I was one of the original protagonists of ‘‘no 
definition.’’ Every other wartime administration had some specific 
statutory authority but the War Industries Board had none. When 
it was offered we were afraid of it for the very reason Mr. Baker states. 
As I have repeatedly explained we built up our whole system of control 
on the threat of commandeering, price fixing and the priority system. 
But I cannot agree with Mr. Baker that we thought we were acting 
under a war power in the President that was wide enough to include 
every power sought to be donated by the Capper-Johnson Act: (price 
regulation, control of industry and resources, draft of men for military 
service). 

We had no power to commandeer. The War and Navy Depart- 
ments had that. But they did not get it from the President. They got 
it from Congress by specific statute. Everybody acknowledged that 
Congress had that power and the threat to invoke it was sufficient 
whether we were to get it by utilizing the War and Navy Departments’ 
specific authority or to ask Congress to give it to us for new necessities. 
Similarly there was specific authority in the President (by statute, not 
by implication) to prescribe priority in car service. Also, under the 
National Defense Act and in several other acts manufacturers of war 
supplies were under the President’s orders to give priority to war 
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orders. We built our whole complex system of priorities on these two 
statutes, at last analysis, by threatening to refuse priority on car serv- 
ice if other priority ratings made without such specific statutory au- 
thority were not acquiesced in. There was such close coordination 
between our Board and the War, Navy, Treasury, Food, Fuel, War 
Trade, Shipping and Emergency Fleet Departments, that although we 
had no statutory commandeering powers or priority powers our orders 
were backed by their specific statutory authorities and the authority 
of the President under the Overman Act to reallocate and redistribute 
functions and organizations. 

In none of the legal advice taken as we set up these extraordinary 
functions do I recall any to the effect that such powers rested in the 
President by implication. Had that been the case there would have 
been no problem in controlling industry during the World War—there 
were plenty of problems. 

We are here discussing a purely legal question and I am no lawyer. 
I am advised that this view is entirely correct. Briefly as I understand 
it the reasoning is as follows: 

The power of the President as Commander in Chief of the Army 
and the Navy relates to the administration and use of those forces as 
what they are—the military arm of the nation. The office of Com- 
mander-in-Chief does not of itself, even in time of war, extend powers 
of the President vis-a-vis the coordinate great branches—Legislative 
and Judicial—of our constitutional government. 

Certain acts of President Lincoln—as, for example, the emanci- 
pation proclamation—are often adverted to but there is no question 
that the Commander-in-Chief in respect of conquered territory or even 
perhaps of territory under martial law has authority in its nature 
legislative and to some extent judicial. Lincoln was acting under ex- 
press statutory authority from Congress to suppress rebellion and his 
acts were done under recognized principles of the law of war as applied 
to occupied enemy territory. The emancipation proclamation was 
justified as a military measure against a common enemy. 

We are here considering implied powers of the President affecting 
not an enemy but the domestic civilian population—in other words, we 
are considering powers, not relating to the President as Commander- 
in-Chief of military forces but as Chief Executive of the nation. I am 
advised that the Constitution implies no war powers in anybody in 
derogation of its specific provisions, among which is a clean-cut defi- 
nition as between the functions of the legislative, the executive and the 
judiciary. In this view the President could not draft soldiers on any 
implied powers. He could not commandeer plants and facilities even 
for military supplies without statutory authority because the Consti- 
tution specifically provides that Congress shall ‘‘raise and support 
armies’’ and ‘‘provide and maintain’’ a navy. I understand that the 
Supreme Court, in the case of Mitchell vs. Harmony, passed very di- 
rectly on this point. Similarly the President, relying solely on implied 
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powers, could not, to the complete exclusion of the courts, fix prices 
because the Constitution provides specifically for ‘‘just compensation’’ 
and it has been invariably held by our Supreme Court that at least 
final determination of what constitutes just compensation is a judicial 
and not an executive function. 


I am further advised that the Supreme Court, instead of finding 
such war powers as we are here discussing in the President ‘‘in abund- 
ance,’’ as Mr. Baker suggests, has invariably denied the existence of 
such powers in every single instance in which a case which relied on 
that theory has come before it. 


True it has found almost unlimited war powers in the Govern- 
ment, but it has traced those powers to the same great branches of 
government to which the Constitution allocates them in peace, and 
the matters we are discussing all fall within the domain of legislative 
and not executive war powers. 


As a layman I hesitate even to express a conjecture in the face of 
the opinion of so distinguished a Constitutional lawyer as Mr. Baker, 
and of course the Commission will take its own legal advice. On the 
other hand, I sincerely believe in the suggestions I am making. I 
earnestly hope for their adoption. I could not sit silently and see them 
impaired by such an opinion if it is possibly in error, and I have been 
shown language of the Supreme Court which inclines me to think very 
strongly that it 2s in error. 


In the case of United States vs. Smith (39 Federal 851) a Circuit 
Court of Appeals specifically addressed our method of fixing prices and 
regulating industries by a sort of synthetic authority (such as I have 
described) based on the commandeering and priority powers of other 
departments of administration. The court in its opinion described 
the process much as I have described it here and then declared it wholly 
invalid in its application to the circumstances of the case before it— 
regulation of the wool industry and fixation of wool prices. The gist 
of the decision was that a body without any statutory powers whatever 
could not use powers created for other purposes to accomplish a pur- 
pose not contemplated by any statute. When I recall that we were 
then operating under the Overman Act and that the President had 
funneled all commandeering power through us, I get little comfort from 
Mr. Baker’s view that the Overman Act coupled with the President’s 
war powers are sufficient. 

Entirely apart from technical legal precedent and reasoning, it 
certainly is a novel conception to think that the President, without any 
statutory authority, can raise an army by selective draft, take over 
any property he deems necessary, regulate prices and control any 
resources of the country. It is simply to say that, in war, whenever 
the President decides that a dictator is necessary, he actually becomes 
(by the force of his own decision alone) a dictator. 
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I think we must have this statute, and considering the breadth of 
its terms I can see no restriction on implied powers even if they exist. 
If they do not exist, of course no amount of definition or specific dona- 
tion could limit them. 


H. 


General stabilization would very substantially reduce the cost of war and 
conversely would prevent enormous post-war increases in the real burden | 
of war debts. 


In my prepared statement I concluded, among other things, in 
respect of the effect of general stabilization: ‘‘It would reduce the 
cost of war by 50% and I believe by an even greater figure.’’ I also 
said: 

‘‘Inflation enormously increases the cost of war and multi- 
plies burdens on the backs of generations yet to come. The war 
debt of the nation is necessarily incurred in terms of debased 
dollar values. In the inevitable post-war deflation the debt, of 
course, remains at the inflated figure. Thus the bonds that our 
Government sold in the World War for 50-cent dollars must be 
paid through the years by taxes levied in 100-cent dollars.”’ 


On the same page I placed our total war expenditures at $39,000,000,000. 
There also appears in the Record, the following: 


‘‘Senator Robinson: If I understand you, Mr. Baker, your 
opinion is that a statute authorizing the freezing of prices as of 
a given date, is not only not necessary but is undesirable. 

Mr. Baker: In my judgment it is, Senator. We had no 
such statute in the World War and, in my judgment, after we 
got going and realized the character and extent of the emergency, 
we were able successfully to cope with the price situation with 
the law as it was then. 

Senator Robinson: What would be the natural effect on 
prices if no limitation were imposed at the beginning of the war? 

Mr. Baker: Well, Senator, I hesitate to try to answer that 
question comprehensively. I cannot. But I think you will find, 
and I think that Colonel Ayres can prove it to you, that the thing 
that happened in this country was that prices went up enor- 
mously before we went into the war....’’ 


Colonel Ayres after saying, ‘‘We spent roughly $22,000,000,000 
from the time we entered the war,’’ remarks, ‘‘if one takes those 
various allocations of expenditure and the shifting prices of commodi- 
ties during the whole period, he may then address himself to answering 
the questions of what would have happened in the matter of war costs 
if prices had been frozen as of the first day of the war. The result 
seems to indicate that for our entire effort . . . there might have been 
effected a total saving of approximately 10% of the cost.’’ 
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Later in the record the following appears: 


“‘Mr. Collins: I take it that you feel that a general price 
freezing would not be of as much benefit to the country as has 
generally been assumed? 

Col. Ayres: No, sir. I think on the contrary that it would 
on the one hand bring very great administrative difficulties and, 
on the other, that it would insure a good deal of profiteering.’’ 


(These suggestions of profiteering and difficulty have been answered 
previously in this statement.) 

Before proceeding to discuss the issues raised by the divergencies 
just quoted, it is pertinent, I think, to notice the fact that within a few 
days after his testimony here, Colonel Ayres was widely quoted in the 
metropolitan press of April 16 as showing that, by reason of the decline 
in purchasing power of money since the settlement of the British war 
debt to us, and notwithstanding payment by the British of one-third of 
their debt to us, the actual burden of that debt on the British people 
had been doubled. On this reasoning he seems to conclude that the only 
way to restore prosperity is for us now to step in and, by debt adjust- 
ment, to take on our own backs this more-than-doubled burden. So 
much of this as pertains to the effect of deflation to double debt is, of 
course, merely repeating in different words what I said when I esti- 
mated that the effect of inflation during war and inevitable post-war 
deflation was to double the burden of war debts on our people. 

Since Mr. Baker seemed to predicate at least a part of his opinion 
on what Colonel Ayres later said and since the latter’s statistical con- 
clusions are so different from those I have seen and used, I must con- 
sider his testimony in detail. He said as a basis for his deduction that 
we might have saved 10% by general price stabilization. 


‘We spent for the war roughly $22,000,000,000 from the time 
we entered the war.’’ 


Pausing here only long enough to observe that 10% of twenty-two 
billion dollars is two billion two hundred million dollars, which happens 
to be about double the total gross public debt of the United States in 
1916, I trust that we would not exactly smile such a saving away in 
these discussions. I am, of course, wholly unwilling to accept Colonel 
Ayres’ estimate as the limit of possible savings. 

In the first place Colonel Ayres’ method of computing savings, ‘‘if — 
prices had been frozen on the first day of the war”’ is entirely inappro- 
priate to my statement before this Commission. 

I said, ‘‘There was a robust inflation here before we ever 
entered the war. Furthermore, nearly twelve months elapsed after 
our declaration before we had evolved controls and organization 
capable of conducting our own and our associates’ procurement activi- 
ties and of controlling price.’’ 
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In concluding that my suggestion would reduce the cost of war 
50%, I made it quite clear that I referred to savings possible in any 
future war where price freezing would be applied before inflation had 
started ‘‘Another distinction between all previous attempts’? (at 
price control) ‘‘with which I am familiar (including that of the 
World War) and the present suggestion is that what is here proposed 
is that we apply the organization and method developed in 1918—not 
after rampant inflation has run away with our economic structure—but 
at the very outset.’’ 

For these reasons Colonel Ayres’ statement that this suggestion 
would have saved only $2,200,000 if applied in April 1917 is not respon- 
sive to my statement here and not really germane to the issue. Also 
the effect of his method of computing a possibility of 10% saving in 
the World War and then using that computation to base a conclusion 
that initial price freezing would ‘‘not be of much benefit’’ in a future 
war is, of course, very misleading. I think I can show ample justifica- 
tion for the accuracy of my statement that general price stabilization 
will save 50% of the cost of any future war. 

Even with this qualification however I must still take issue with 
Colonel Ayres’ advice to the Commission that price freezing in April 
1917 would have saved only $2,200,000. 

According to the report of the Secretary of the Treasury, 1927, 
pp. 646, 647, our war expenditures by fiscal years for the technical period 
of the war were roundly: 


TOU es nee a ee $ 1,233,000,000 
Eh ae RR IR? Os 12,339,000,000 
1010 pa a 17,459,000,000 
1080s oe ee ae 5,172,000,000 
POOL ie vec oe 6 La, 3,817,000,000 

PGtaln cna. tet ee $40,020,000,000 


The purchasing power of the dollar according to the Department 
of Labor index was as follows: 


DOTS ie res aketapen ie we arrears 143.3 
OL fed, gwar taated nh ater eee 85.5 
TOTS es caster ee ee ea cree 76.4 
OSI? MRE Oe ce Sei Seek SL ate 72.3 
LOZ) fx car aletn eRe eee 65.4 
i nee he Renan eta hak 102.9 
MALO COON. | ya cs tie ea Note ee 134.2 


I do not want to get into an argument on figures with a dis- 
tinguished economist but it does seem to me that, in order to establish 
the conclusion that general stabilization at the outset of a future war 
would not be of as much benefit to our people as has generally been 
assumed, Colonel Ayres took an initial figure of outlay, forty-five per 
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cent too small, used the wrong base for estimating savings in a future 
war (April 1917 instead of July 1914) and arrived at a percentage of 
savings (even on his own inappropriate assumptions) about 29% too 
small. 


There is a wide variety of figures extant on costs of the war. 
Variation is due to variety of assumption. What we are here con- 
sidering is the effect of inflation to increase war cost and of inevitable 
deflation to double war debt. From this point of view I think we should 
take total outlay as the figure from which to compare effects. That is 
the figure which we have to finance by taxation or borrowing. That is 
the figure which determines our debt and the future burden on the backs 
of our people. That is the inflated figure whose inevitable deflation 
invariably inflicts the world with seasons such as we are suffering now. 


The annual report of the Secretary of the Treasury for 1928 (p. 
564) shows our total war outlay, including continuing costs to June 30, 
1928 as over $49,197,000,000 including some nine billion, six hundred 
thousands of loans to the Allies in respect of which the Secretary of 
the Treasury, in his report for 1927, estimated there had been a reduc- 
tion of 40% from ‘‘present values’’ by reason of the debt settlement. 


To reduce this forty-nine billion odd dollars to a workable figure 
of total outlay involves a maze of bookkeeping and a variety of assump- 
tion. In an exhaustive analysis published by the Bankers Trust Com- 
pany and referred to as authority by the Secretary of the Treasury in 
a letter to me dated August 7, 1930, Mr. Harvey Fisk (p. 325, ‘‘Inter- 
Ally Debts’’) computes for each nation what he calls ‘‘total expendi- 
ture’’ in the war to include the technical end of the war June 30, 
1921. His figure of ‘‘total expenditure’’ for the United States is 
$39,447,000,000. It was to this figure that I had reference in saying 
that our total outlay was $39,000,000,000. The report of the Secretary 
of the Treasury for 1927 (p. 647) computes this item at over 
$40,000,000,000. Mr. Fisk also computes what he calls ‘‘net’’ cost 
for each nation and ours is $36,186,000,000. This is very close to what 
the Treasury computes as net cost—$36,360,000,000. The lowest figure 
used by the Treasury after deducting over six billions paid by us as 
interest on the debt, one billion of military and naval compensation, 
over one-third of a billion in property turned over by the War Depart- 
ment to other departments without cost, and the entire portfolio of 
Allied obligation to us is $27,189,000,000. Mr. Fisk also computes what 
he calls ‘‘direct cost’’ for each nation for the fiscal years 1917-20 inclu- 
sive and that for the United States is $26,593,000,000. In all this con- 
fusion of final figures, I have been unable to find Colonel Ayres’ figures 
or $22,000,000,000. 

I am not particularly interested to find it because, for reasons already 
stated, it seems clear to me that, whatever amount we might have been 
able to reduce from total outlay would have been net saving of public 
treasure. No matter what figure we take the effect of 100% inflation on 


85 


that figure will be to double the cost or—conversely—the result of an 
inevitable 50% post-war deflation will be to double the debt. 

An interesting confirmation of my estimated 50% or more saving 
by price stabilization, and also of the beneficial effect of our partial 
price fixing, will be found at page 328 ‘‘Inter-Ally Debts’’ referred 
to above, where Mr. Fisk computes the direct cost to Allies (including 
ourselves) and enemies for the ‘‘second part’’ of the war (fiscal years 
1917-1920 inclusive) and then recomputes this cost in ‘‘1913’’ dollars. 
Results are as follows: 


I II 
Direct Cost Direct Cost Ratio 
in currency in “1913” Column I 
dollars dollars to 
000,000 omitted 000,000 omitted Column II 
United States ............ 26,593 12,212 217% 
Associated powers except 
<iibsie ogee eee NR nS 78,528 21,259 369% 
Central Powers ........... 41,774 12,428 336% 
Total for all belligerants .. 146,895 45,899 312% 


On these figures I based my conclusion with reference to general 
price stabilization at the outset of war: 


‘Tt would reduce the cost of war by 50% and I believe by an 
even greater figure.’’ 


It might interest the Commission to know that wholesale prices in 
England showed a rise of 88% during the Napoleonic wars followed 
by a decline of 14 years to the pre-war norm. During the four years 
of our Civil War, wholesale prices in the United States practically 
doubled and reached the pre-war norm after fifteen years of deflation. 
Wholesale prices in the United States reached a peak of 226% of the 
pre-war figure in 1920, stood at 120% at the end of 1930 and are now— 
eleven years after the peak—about 104% of the pre-war level. (Com- 
putations, except of present status, are to be found in ‘‘Hconomic Out- 
look for Agriculture’? by G. F. Warren, Professor of Agricultural 
Economics, Cornell University.) 

In the face of such facts as these, it is a little difficult to follow 
this witness’ statement that general stabilization ‘‘would not be of as 
much benefit to the country as generally has been assumed.’’ 

Another aspect of Colonel Ayres’ testimony which seems critical 
of the suggestion of general stabilization but which is cast in such 
form as to make it difficult to bring it to a clear-cut issue is that, in 
computing what he calls a saving of 10% possible, if we had general 
price freezing, his method omits to consider that we did have partial 
price freezing and that it did save a great deal more than $2,200,000,000. 

For example, he considers what the price of iron and steel was at 
April 1917, then says it declined 11% during the war, and obviously 
omits to include the effect of that decline in concluding that general 
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stabilization would not be of as much value as has generally been 
assumed. The fact is that the government’s index for iron and steel 
prices for 1914 was 61.4. In April 1917 it was 154.2. In July 1917 it 
was 227.6. We fixed prices in September 1917 by a flat downward revi- 
sion and in October 1917, by reason of such fixing it was 143.7. The 
effect of this on the general price index was very great. Considering 
the magnitude of the textile industry and the effects of rents on the 
cost of living it is interesting to speculate on what would have been the 
savings if those two price groups had also been stabilized. 

I will not weary the Commission with similar figures for other 
controlled commodities. There is, I think, in your record an exhaustive 
study showing all these controlled movements (Bulletin No. 3, War 
Industries Board Price Section). It will show you in a series of amaz- 
ing graphs beginning at page 507 similar results, varying of course in 
degree and time, for sugar, wheat, iron and steel, coal, coke and petro- 
leum—and by great groups (pp. 26 and 27) the effect of control on 
prices of Food, Clothing, Rubber and Paper, Metals, Fuels, Building 
Materials and Chemicals. I shall not attempt to try to estimate what 
these savings were, but I venture to say that no one who examines these 
data will be greatly impressed by Colonel Ayres’ computation that 
price freezing at April 1917 would have saved this government only 
$2,200,000,000. 

One way to get some idea of the saving is to observe the table on 
page 86 of this statement which shows that against an inflation for us 
—over 1913 prices—of 117% our associates suffered an inflation of 
269% and our enemies 236%. Price control abroad was not as effective 
as it was here. 


I. 
Statutory provisions. 


I have had drafted and append hereto a form of statute. I want 
to make it very clear that this draft is not submitted as a suggested bill. 
It is lacking in many details. I had it prepared solely for the purpose 
of raising in form appropriate for discussion by your legal advisers 
some of the incidental matters raised by my principal suggestion. This 
was necessary because, without some such vehicle of exposition, a legal 

‘precisionist might possibly conclude that this-or-that resultant appli- 
cation of the principal suggestion would raise Constitutional barriers 
and so dismiss the whole suggestion. 


I shall not weary the Commission by reading the draft and cer- 
tainly I shall not attempt to discuss the legal questions involved. 
General Johnson, who was instrumental in drawing up the Selective 
Service legislation, as it was submitted to Congress during the war, 
and who wrote the Selective Service Regulations, assisted in preparing 
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this draft. He has been called by you and can discuss any legal ques- 
tions you may have. In brief synopsis: 


Section 1 limits the extraordinary powers donated to the 
President to the period of the war. 


Section 2 authorizes the President to proclaim a day on or 
about the day of declaration of any war as of which he thinks 
abnormal disturbances in the general price structure are at a 
minimum, 


Section 3 provides that ten days after such proclamation 
and thereafter during the war prices in effect on that day shall 
be deemed fair market prices. 


Section 4 authorizes the President to adjust any such fair 
market price either upward or downward. 


Section 5 makes it unlawful for any one to buy or sell at a 
higher price than the fair market price or that price as adjusted 
and, obliterates legal rights to recover any excess charged or 
contracted for, and contains a penal provision for violations. 


Section 6 is a safety provision against the contention that 
the frozen price might catch somebody with goods on hand 
bought at a higher price than fair market price on the proclaimed 
day and that the proclaimed price therefor constitutes confisca- 
tion. It permits such an individual to sell at a selling price in 
excess of the fair market selling price but not in greater excess 
than that of his cost over fair market cost price. 


As a matter of practice it is doubtful whether such a seller could 
find a buyer at the higher prices in a case when the market would have 
been stabilized at a lower price by the proclamation but this circum- 
stance has been held by the Supreme Court not to constitute confisca- 
tion. 


Section 7 authorizes the President to fix prices piece-meal if 
he decides against general stabilization and contains a safety 
provision similar to Section 6. 


Section 8 legalizes the power of the President to create such 
a priority system as was synthesized in 1917 by the War Indus- 
tries Board. 


Section 9 donates to the President general commandeering 
power with a provision for just compensation. 


Section 10 provides that if a person accepts fair market 
price as determined by the statute he shall be deemed to have 
accepted it as just compensation and makes it clear that the stat- 
ute itself compels nobody to sell at the fixed price. 
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Section 11 is another safety provision. It gives any person 
a right to complain to executive agency that the fair market 
price deprives him of just compensation, that agency may then 
commandeer in which case the question of just compensation is 
first determined administratively with a right of appeal to the 
Courts. If that agency does not commandeer the complainant is 
given the right to have the United States Attorney proceed 
against his property by libel in condemnation and judicial sale, 
analogous to proceedings in admiralty, but at a price no higher 
than whatever the Court deems just compensation. This section 
applies only to things and not to services or estates in real prop- 
erty in which latter cases it would be inappropriate. 


Section 12 entitles a person who complains of a rate of ser- 
vice or rental, determined by the statute, to apply to enjoin the 
rate as to his particular case alone on the ground that the estab- 
lished rate is not just compensation. If successful the rate is 
enjoined as to him but the injunction is to be of no effect if the 
particular rate is adjusted upward by at least 10% under the 
authority of the President except that the complainant may 
again apply for an injunction with similar effect. 


The obvious purposes of Sections 11 and 12 are to leave open an 
appeal to the courts in any case. Except for a few particular instances 
of unforeseeable hardship, which ought to be relieved, it is not believed 
that these provisions would result either in much administration or in 
material effect on the general purpose. If under Section 11 the prop- 
erty is a shortage item in great demand the government will comman- 
deer. If it is not, then nobody will pay more than the stabilized maxi- 
mum because, that being the market price, everybody knows that the 
material is available at that price. 

There are three possible conditions as to general prices: (a) a 
fairly normal situation such as, let us say, that of 1928; (b) an unusual 
depression such as 1921; (c) an unusual distortion such as 1917, In 
any one of the three cases we simply clamp down a ceiling on the whole 
structure and then move to correct inequities. In cases (b) and (c) 
there would be much for the Price Fixing Commission to do. In case 
(a) there would be very little to do. 

We must try to reconstruct for ourselves, in considering all these 
matters, the whole plan of control here advocated and the psychological 
aspects of a great war. I am prepared to agree with anybody that 
without the whole system of integrated industrial control recommended 
here no price stabilization can be effective. I am also prepared to 
agree that without a great surge of popular and patriotic inspiration 
neither the Selective Draft nor price-fixing nor any other sacrificial 
statute can be enforced. I have no apprehensions as to the effective- 
ness of these proposals. 
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My view is that price freezing would establish a recognized market. 
I believe that, with vigorous education on the principles here proposed, 
that market would have an almost fanatical support by the public in 
whose interest the whole scheme is devised—just such a situation as 
Mr. Baker described here in telling how our people voluntarily accepted 
and made their own heatless, meatless, gasless, breadless, etc., days, and 
woe to him who violated them! I believe that this spirit would be 
even more intense to support prices against inflation because that adds 
acute self interest to enthusiasm. 

For these reasons I feel sure that resistance even by appeals to 
courts would be very unpopular, that under the safety provisions 
whether by judicial sale or permission to sell at a higher than market 
price, no complainant would get a higher price, that the courts would 
not be generous in dealing with such cases, and that after a few early 
educational attempts to use the safety provisions we would hear no 
more about them. 

As I have said, framing of the statute is work for other hands than 
mine. There may be—and doubtless are—other and better mechanical 
and legal methods. The one before you is merely a vehicle for dis- 
cussion. 


J. 
Conclusion. 


I regret that this reply had to be so long and so much in detail. 
I felt that, having made a suggestion here in respect of which some 
contrary opinion was expressed, it was incumbent upon me to show 
that the suggestion was not imposed upon you lightly and after imma- 
ture deliberation. On the contrary, because the experience of nearly 
every witness was confined to his particular valley of effort and because 
my own place happened to be at the confluence of all valleys, it seemed 
to be my duty to this Commission to examine for it, every detail of 
criticism from each of these particularized points of view, in the light 
of the broader and more intense experience of prime responsibility. 

In my own mind, at least, these criticisms have been very welcome 
because they have enabled me to test my original conclusions from a 
variety of angles—an experience which has strengthened and confirmed 
me in my opinion that the suggested plan is right and of overwhelming 
necessity to this nation. The War Department criticism was particu- 
larly helpful. It enabled me to clear up a misunderstanding, with the 
elimination of which, I am informed by General Moseley that we are 
in complete accord on the subject of general price stabilization. If there 
is any doubt about this Secretary Hurley can clear it up or, if the 
Commission sees fit, it can call General Moseley. 


Finally, in closing, I think I should disclaim any desire to appear 
here as either a dictator or a doctrinaire. Having been accorded 
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unusual responsibility and honors in the war, I feel a duty to record 
with meticulous care my experience and recommendation. It seems 
to have brought me into slight differences of opinion with some men 
of great distinction in career and attainment, nearly all of whom are 
my personal friends, and objects of my affection and regard. I trust 
that, in the warmth of advocacy, I have given offense to none and that 
all these men will credit me with the same motives which I know actu- 
ated them—a sincere and earnest desire to preserve in the record 
opinions based on experience which may prove of value to our common 
country. 


APPENDIX I. 
Expository Draft of Statute. 


An Act to provide for the national defense by equalizing the burdens of war; 
preventing inflation and excessive profits during war; reducing the cost 
of war; maintaining the credit of the United States and procuring supplies 
for, and preserving the morale of, the military and naval forces and the 
civil population during war. 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled: 


Section 1, That those provisions of this Act which create extraor- 
dinary powers in the President shall be in effect only during the period 
of any war declared by Congress. 


Section 2. That at any time during the period of any war declared 
by Congress, the President may determine and, by proclamation, an- 
nounce a day on or about the day of such declaration as of which, in 
the opinion of the President, abnormal disturbances in the general 
structure of market prices in the United States are at a minimum. 


Section 3. That whenever the President shall determine and by 
proclamation announce a day, as provided in Section 2 hereof, then, ten 
days after such proclamation and thereafter during the period of the 
war, the highest market price, as of such proclaimed day, at any place 
within the United States, for any services, right or thing, except for the 
fee estate in real property, shall be deemed, and is hereinafter called, 
the fair market price for the same or a similar service, right or thing 
at the same place and in similar circumstances. 


Section 4. That, whenever the President shall determine and by 
proclamation announce a day, as provided in Section 2 hereof, he may 
at any time thereafter adjust, either upward or downward, and by proc- 
lamation announce, any fair market price as determined by Section 3 
hereof and ten days after such proclamation and thereafter, during the 
period of the war, such adjusted price shall have the same effect under 
this Act as such price before such adjustment. 


Section 5. Whenever the President shall, by proclamation, an- 
nounce a day, as provided in Section 2 hereof, or, by proclamation, 
adjust a price, as provided in Section 4 hereof, then, ten days after such 
proclamation and thereafter during the period of the war it shall be 
unlawful for any person to buy, sell, or otherwise contract for any 
service, right or thing at a price higher than the fair market price in 
effect as of such day or than such fair market price as adjusted and 
proclaimed by the President; and no purchase, sale or other contract 
at a price in excess thereof shall carry any obligation between the par- 
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ties thereto in respect of such excess; and whoever shall buy, sell, or 
otherwise contract for any service, right or thing at a price in excess 
thereof shall, upon conviction thereof, be punished by a fine of not more 
than $2,000 or by imprisonment for not more than two years. Hach 
transaction shall be a separate offense. 


Section 6. Whenever, in any criminal proceeding charging a vio- 
lation of Section 5 hereof, or in any civil suit for the excess of any 
price over fair market price as by this Act determined, the person 
alleging it can show that the seller (or person bound by contract to 
render, transfer or deliver any service, right or thing) purchased or 
contracted for the same prior to the date of the President’s proclama- 
tion and at a cost price higher than the fair market cost price as by 
such proclamation determined, and that the excess of selling price 
charged or contracted for over the fair market selling price as by such 
proclamation determined did not exceed the amount by which his cost 
price exceeded the fair market cost price as by such proclamation 
determined, then such transaction shall not be deemed unlawful, the 
obligation as between the parties of such purchase, sale or other con- 
tract shall not be deemed, by Section 5 of this act to be impaired and 
such showing shall be a sufficient defense to any prosecution hereunder. 


Section 7. That after any declaration of war by Congress and be- 
fore the proclamation by the President of a day, as provided in Section 
2 hereof, the President is hereby authorized and empowered, wherever 
and whenever in his judgment necessary for any of the purposes recited 
in the title of this Act, to fix and by proclamation announce the price 
of any service, right or thing, except the fee estate in real property, 
and thereafter to adjust, either upward or downward, any price so fixed 
and by proclamation to announce such adjustment. Ten days after any 
such proclamation of a price or adjustment thereof and thereafter dur- 
ing the period of the war, it shall be unlawful for any person to buy, 
sell or otherwise contract for any service, right or thing in respect of 
which such price has been so fixed or adjusted, at a price higher than 
such fixed price or such price as adjusted; and no purchase, sale or 
other contract at a price in excess thereof shall carry any obligation 
between the parties thereto in respect of such excess; and whoever shall 
buy, sell or otherwise contract at a price in excess thereof shall, upon 
conviction thereof, be punished by a fine of not more than $2,000 or by 
imprisonment for not more than two years. Hach transaction shall be 
a separate offense: Provided however that, whenever, in any criminal 
suit charging a violation of Section 7 hereof, or in any civil suit for the 
excess of any price over such fixed or adjusted price, the person alleg- 
ing it can show that the seller (or person bound to render, transfer or 
deliver any service, right or thing) purchased or contracted for the 
same prior to the President’s proclamation—at a cost price higher than 
that fixed or as adjusted thereby, and that the excess of selling price 
charged or contracted for over the fixed selling price, or such fixed 
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selling price as adjusted, did not exceed the amount by which his cost 
price exceeded the fixed cost price or such fixed cost price as adjusted, 
then such transaction shall not be deemed unlawful, the obligation, as 
between the parties, of such purchase, sale or other contract shall not 
be deemed by this Section to be impaired and such showing shall be a 
sufficient defense to any prosecution under this Section. 


Section 8. That the President is hereby authorized during the 
period of any war declared by Congress to determine the order of 
priority in which any manufacturer, dealer, public service or any other 
person or classes of persons shall fill customers’ or other orders and, 
after any such determination and thereafter during the period of the 
war, it shall be unlawful for any such manufacturer, dealer, public 
service or other person or classes of persons to fill any such order in 
any other order of priority and whoever shall fill any such order in any 
other order of priority shall, upon conviction, be punished by a fine of 
not more than $2,000 or by imprisonment for not more than two years. 
Each transaction shall be a separate offense. 


Section 9. .That whenever, during the period of any war declared 
by Congress, the President shall determine that all or any part of any 
property, real, personal or mixed, or any estate, right, interest, use or 
tenure in all or any part of any such property should be seized for the 
furtherance of any purpose recited in the title of this Act, he shall first 
determine and tender just compensation therefor and thereafter he is 
hereby authorized to requisition or commandeer the same. Whenever 
any person having been tendered just compensation as just provided 
shall not be satisfied with the same he shall be paid seventy-five per- 
centum of the amount tendered and shall thereafter be entitled to sue 
the United States in the manner provided by Section 24, paragraph 20 
and Section 145 of the Judicial Code for an amount which when added 
to such seventy-five percentum of the amount so tendered shall be just 
compensation. 


Section 10. Whenever, during the period of any war declared by 
Congress, any person sells or contracts to sell any service, right or 
thing, he shall be deemed to have accepted the price in such purchase, 
sale or other contract as just compensation, whether the same be in 
violation of, or in accordance with, this act, and he shall have no fur- 
ther rights under this Act in respect thereof, but this Act shall not be 
construed as compelling any person to buy, sell, or otherwise contract 
for any service, right or thing at any price as hereby determined. 


Section 11. When any person shall refuse to accept any price as 
determined hereby for any right or thing, except such price for estates 
in real property or for services, whether personal or not personal, on 
the ground that the same does not afford just compensation, he may, 
within thirty days after the date of the President’s proclamation by 
which such price is determined, notify such agency as the President 
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shall designate in such proclamation. Such notice shall be in writing 
and shall set forth the circumstances, shall describe the property and 
shall be accompanied by a demand upon him to sell such property at 
such price in writing including a tender of such price and signed by any 
federal officer or a similar demand and tender signed by a citizen of 
such state, territory or district resident in the city, county or township 
in which such property is held and certified as to the facts recited there- 
in by a justice of the peace of such county or any magistrate of similar 
or of higher jurisdiction. If, within thirty days after the mailing of a 
notice as provided for in Section 11 hereof, such property has not been 
requisitioned or commandeered by the President as provided in Section 
9 hereof, such person may, in a writing setting forth the circumstances 
and attaching a certified copy of such notice with all enclosures thereto, 
notify the United States Attorney for the proper district. It shall 
thereupon become the duty of such United States Attorney to proceed 
against such property in any district court of the United States within 
the district where the same is found by a process of libel for condemna- 
tion as in this section authorized. Jurisdiction is hereby conferred 
upon the district courts of the United States to hear and determine such 
suits in libel for condemnation and, if it shall be finally adjudged that 
such price so refused does not afford just compensation, such property 
shall be sold in such manner as the court may direct, but not at a price 
in excess of the minimum which the court shall in each case determine 
to afford just compensation, and the proceeds of such sale, less the 
legal costs and charges thereof, shall be paid to the party entitled 
thereto. The proceedings in such libel cases shall conform as near as 
may be to the proceedings in admiralty, except that either party may 
demand trial by jury of any issue of fact joined in any such ease and all 
such proceedings shall be at the suit of and in the name of the United 
States. 


Section 12. If any person shall complain, in respect of any price 
for services, personal or not personal, including rates of rental for real 
estate, as by this act determined—whether it be a rate or rent for any 
real estate or any service not personal or a wage, fee, commission or 
reward for any personal service—that, in the case of a service not 
personal, it does not admit of a fair return on his investment, or in the 
case of a personal service, that it does not afford just compensation, he 
shall be entitled to file a written complaint under regulations made by 
the President or under his authority to an agency to be designated by 
the President and to a prompt hearing before such agency, and if, with- 
in sixty days after the filing of such complaint, such price shall not have 
been adjusted, or if it shall have been adjusted but such person shall 
still complain that, as adjusted, it does not admit of a fair return on 
his investment or afford just compensation, he shall have a right to file 
a bill, in the proper District Court, for an injunction against all officers 
and agencies of the United States to prevent their enforcing such price 
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as to the petitioner under any of the provisions of this Act. District 
Courts are hereby given jurisdiction to hear such complaints and, if it 
be adjudged in a particular case that such price does not admit a fair 
return on investment or afford just compensation, to issue such injunc- 
tion to apply only to the circumstances of that particular case; pro- 
vided, however, that if, at any time thereafter, such price shall be ad- 
justed upward by not less than ten percentum by the President or under 
his authority, such injunction shall thereby and thereafter be of no 
effect, but nothing in this section shall be construed as preventing such 
complainant from again complaining in the manner and with the effect 
herein provided. 
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IV. 


SPECIAL COMMITTEE INVESTIGATING THE 
MUNITIONS INDUSTRY 


The United States Senate, late in 1934, appointed a special com- 
mittee to investigate the munitions industry. The chairman was 
Senator Gerald P. Nye, of North Dakota. 

The scope of the inquiry was virtually unlimited. In addition to 
its inquisitorial authority, the committee was empowered to report out 
legislation. 

While I have never been engaged, directly or indirectly, in the 
manufacture of munitions, I was among those called. I presume it was 
natural, however, to summon me as a witness at the inquiry, inasmuch 
as it went back to the World War days. I knew that the War Indus- 
tries Board had done a difficult job efficiently and faithfully. 

On March 8, 1935, Senator Nye asked me to appear before the 
special committee. I was eager to testify, primarily because of my 
interest, over many years, in the efforts to eliminate wartime profiteer- 
ing and in wartime mobilization legislation, and because of the overt 
and covert attacks on the organization it had been my pride to head. 
It must be gratifying to members of the War Industries Board to 
know that not one man was found faithless to his trust. 

The final attitude of the Nye Committee and Congress gives me 
hope that constructive legislation will soon be placed on the statute 
books. 


A 


Opening remarks of testimony, statement of experience, outline of 
recommendations and letter to Senator Gerald P. Nye, chairman. 


Wepnespay, Marcu 27, 1935 


Unitep States SENATE 
SpeciaL CoMMITTEE TO INVESTIGATE 
tHe Munitions InpustTRY 
Wasuineton, D. C. 


The hearing was resumed at 10 a. m., in room 357, Senate Office 
Building, pursuant to recess, Senator Gerald P. Nye (chairman) pre- 
siding). 

Present: Senators Nye (chairman), George, Clark, Bone, Pope 
and Vandenberg and Barbour. 

Also Present: Stephen Raushenbush, Secretary to the committee, 
and Alger Hiss, investigator. | 

The Chairman. The committee will be in order. Mr. Baruch, you 


will be sworn please. 
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Testimony of Bernard M. Baruch. 


(The witness was duly sworn by the Chairman.) 

The Chairman. Mr. Baruch, are you proposing to preface the 
hearing with a statement which you have prepared? 

Mr. Baruch. Yes, sir. 

The Chairman. You may proceed at this time, then, with that. 

Mr. Baruch. Now Mr. Chairman and Gentlemen, it seems to me 
I can expedite the work of this Committee by making a statement at 
the outset of the meeting, thereafter holding myself ready to answer 
any questions that may be put to me. Such a statement divides itself 
into three parts, including :— 


1. My experiences both public and private, and my studies and 
researches into the problem of taking the profits out of war. 


2. Such suggestions and observations as I may have to make 
on this theme, together with that of the immediately allied 
subject of neutrality in the event of outbreak of war in 
Europe; my reaction to the general objectives of the Flynn 
report which I have only read in the papers and which I say 
at once is generally favorable, as he seems to hold views 
similar to those I have hitherto supported. 


3. My personal conduct as exemplified in my financial and 
business dealings during the period of my connection with 
the Government of the United States in the Great War. Hav- 
ing been informed by your Chairman, Senator Nye, that this 
subject would be gone into, I am presenting all available 
records so that you gentlemen, may have the opportunity of 
making a thorough examination. 


As the question of my fitness to pass an opinion upon the grave 
social problem of war profits lies in a test of my character, and as it 
is evident that a test is to be made on the question of my record during 
the service I gave my country, it seems to me the course to follow is 
to plunge at once into that subject, so that you may either put an end 
to the insinuations and innuendoes, the existence of which I would be 
childish to deny; or that you find me guilty of violation of the trust 
and confidence imposed upon me during that period. 

I can do no better than to read to you the letter I sent to Senator 
Nye on last Saturday, covering the delivery to his investigating agent 
of all the records that were asked for which I was able to find. I 
should add to this letter that upon my arrival in Washington, I called 
up the Attorney General and asked that a search be made of his files 
for the purpose of discovering documents which I recall were taken 
from me under the Harding Administration, but which papers, as is so 
often the case under Governmental requisition, were never returned. 
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This is a copy of the letter which I sent you, Mr. Chairman: 


‘*MarcH 22, 1935. 
‘“THE HonoraBLe Greratp P. Nyz, Esq., 
Charman, Special Committee Investigating Munitions Industry, 
Room 357, Senate Office Building, 
Washington, D. C. 


“Sir: 


‘*In response to your letters of March 8 and of March 18 and your 
telegrams of March 20, copies of which and of my replies thereto are 
attached, I am turning over to your messenger the material relating to 
my income and my taxes during the years 1916 to 1919 inclusive, for 
which you asked. 

‘‘Immediately upon learning that the Committee was interested 
in my personal finances during the period in question I had a search 
made of all my records which might supply the data you seek. I sup- 
plemented this effort with a request made to the Bureau of Internal 
Revenue that copies of my tax returns in their possession be forwarded 
tome. Copies of my letters of March 14 and 18 to the Internal Revenue 
Bureau and of the reply thereto are attached. In that reply you will 
notice that the Bureau supplied photostatic copies of my income tax 
returns for the years 1916 and 1917, which I enclose, although an im- 
pression was somehow created that your committee was unable to get 
any copies of my returns. Further, the Bureau informed me that, while 
the original returns for 1918 and 1919 had been destroyed and my 
copies had not been sent back, they were supplying to me full copies 
of the reports made by the field agents of the Internal Revenue Com- 
mission based upon my returns for those years. My examination of 
them indicates they are comprehensive and supply the basic facts as 
contained in the returns themselves. 

‘You ask me for ‘a statement of the stocks and other securities 
held * * * from 1916 to 1919.’ In a memorandum attached I am making 
an effort to comply with this request, although it is not easy to do so, 
for it deals with accounts from 16 to 20 years old. However, I think 
the list is fairly complete. It shows all those securities which I held 
then and hold still, mostly bonds, and it is as complete as I can make 
it with respect to other securities. It is based upon an old list which 
my secretary unearthed. I am unable to set down the precise date on 
which it was drawn, but to the best of my belief and that of my secre- 
tary, who has been with me for thirty odd years, it was compiled about 
1919. It shows my total worth at that time. The amount in bonds was 
about $8,500,000 exclusive of the three investments which I mention 
later and which were worth perhaps $1,300,000 additionally. Further, 
I probably had some cash balances, the size of which I can not recall. 
If there were any changes in this list, they were due to shifting from 
some of my Liberty Bond holdings into state, municipal or other types. 
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‘‘In an effort to aid your committee, I am summarizing the facts 
contained in the returns or reports covering the four years in question. 
They show the following: 


SOLO eTOCs 5 hes ee oles 8 $2,301,028.03 
A ae ty Peis eae 261,169.91 
TOME NGOS. 5 Satta, Pein 617,061.67 
A Ayee ta ia en ee 263,762.53 
1918 Loss 
1919 Loss 


‘‘During the four years in question I paid taxes, apart from the 
Government, to Washington, to New York City, to New York State, 
and to South Carolina. 

‘‘You will observe that my income steadily decreased after 1916. 
I was called into the Government service in 1917. I thereupon arranged 
to dispose, even at a loss when necessity arose, of all those securities 
affected by the War. I also sold my seat on the New York Stock Ex- 
change, severing myself from all active business. That is why my in- 
come in 1917 shows a decline of almost seventy-five per cent from the 
previous year. In 1918 and 1919 I reported no taxable income, as I 
had sold large portions of my holdings, showing actual losses each year, 
and re-invested the money in Liberty Bonds. My income from them 
was somewhere around $200,000. My holdings in Liberty Bonds may 
have been as high as seventy-five per cent of my total worth. 

‘Never from the moment I was called to the Government service 
did I have a dollar’s worth of interest in any concern manufacturing 
munitions of war. Immediately upon my coming to Washington, al- 
though I was at first merely in an advisory capacity and not charged 
with procurement or executive responsibility, I divested myself of all 
holdings that even remotely touched upon my official activities. I took 
this step freely and at a heavy cost to my fortune. I made absolutely 
no purchases of securities except bonds, mostly governments. In buy- 
ing these bonds I was, of course, under the necessity of selling some of 
the other securities I had in my box, which, as the records show, were 
sold at a loss. From the time I entered the service until I left in July 
1919 I was not a participant either directly or indirectly in any market 
transactions. 

‘‘T carried through the war three major investments in which I am 
still interested. They were, first, Alaska Juneau Gold Mining Com- 
pany, in which I invested before the war and which for many years 
had no value; second, Texas Gulf Sulphur Company, in which I orig- 
inally invested about twenty-five years ago and which never produced 
an ounce of sulphur during the entire war; and third, the Atolia Mining 
Company, a producer of tungsten to which you have made previous 
and public reference. 

‘“*T originally invested in this mine in the year 1905 or 1906. Its 
potential value lay in the fact that it was the most promising tungsten 
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development in the United States. It took several years to bring it 
up to profitable productivity. It went on a dividend basis several years 
before the war. Tungsten was used for electric lamps, contact points, 
steel tools, ete. It became important as an alloy before and during 
the war because of the absence of other alloys in American mines. 

‘‘America never fixed a price on tungsten or similar materials 
during the war. The Government itself never bought an ounce of 
tungsten. It was sold to innumerable private buyers and was never 
allocated by quota. It was not a direct munition of war, but its use 
in steel caused its price to be affected in common with almost all other 
commodities. 

‘‘At this point let me emphasize the fact that the U. S. War In- 
dustries Board did not fix prices, nor did its Chairman. They were 
made by a special committee, distinct and separate from the War 
Industries Board, reporting directly to the President. Neither did 
the Chairman of the War Industries Board make contracts. Those 
were made by the various departments interested. 

‘‘More than a year before America entered the war the price of 
tungsten had risen to as high as $100 a unit. Before the demand was 
stimulated it had been around $10 a unit. An endeavor was made in 
the early part of 1917 to bring about agreements with producers of 
raw materials to grant lower prices to the Government, but neither 
then nor later was there a department of the Government interested 
in tungsten. The greater part of the sale of tungsten was directly 
to the Allies, and the price at which it was sold was set in the London 
markets by the Allies. In 1917 the price of tungsten dropped below 
$25 a unit, induced by fear of the establishment of an international 
executive and due to overstimulation of world production. 

“‘As nearly as I can recall, my income from tungsten in 1916 was 
around $600,000. When in 1917 I set myself the program of getting 
rid of all holdings even remotely affected by the war, I tried to dispose 
of this investment. I offered it to my associates at a price which was 
to be one-half the dividend it would pay during the calendar year, 
and they refused to buy. Their refusal was based on the fear that 
there was no ore reserve; that there was a sharp limitation on the 
life of the mine; and that the foreign governments, which were the 
chief consumers, might limit the price. There was no market what- 
soever for the shares of the mine in spite of the dividends it had paid. 
Accordingly I was compelled to retain my holdings. I did not resort 
to the subterfuge of a fake transfer. 

‘‘T informed certain officials in Washington, including the Presi- 
dent of the United States, the Secretary of War, the Attorney General, 
the Secretary of the Interior, and my fellow board members of this 
interest and also of a plan that I had devised. Because tungsten had 
become increasingly important as an alloy, although its use was largest 
in civilian industrial enterprises, I ordered the segregation of every 
dollar that the mine paid me and directed that all the dividends should 
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be paid to various charities. After this decision, from the end of 1917 
to the close of the war, I made contributions approximately of $400,000 
to the Red Cross, the Knights of Columbus, the Y. M. C. A., the 
Y. M. H. A., the Salvation Army, and other relief agencies and also 
for other war purposes. In this period I had received Atolia dividends 
of approximately $300,000. Incidentally, the mine became practically 
worthless due to exhaustion of visible ore reserves, with an occasional 
trifling dividend since then. I still have the stock. 

‘‘T hope I have answered fully as to my personal affairs. I shall 
be present at the time you set-— Wednesday—to answer as to any further 
details you may wish to go into, and, at the same time, to further the 
work of the Committee, which I had understood to be an investigation 
of the munitions industry. 

“‘T have no request to make as to the course to be followed with 
reference to publicising this communication except to ask that you be 
good enough to inform me of your intention in advance of action. 

‘‘With assurances to you and your fellow Senators of my esteem, 
I am 

‘‘Respectfully, 


(signed) Brrnarp M. Barucu.’’ 


And now, with your permission, gentlemen, I should like to add 
to this letter certain facts of my own official career, indicated in my 
opening paragraph as being topic No. 1. They are pertinent at this 
time because they are a part of the period covered by the letter and 
incidentally will afford you a broader base for your examination of me. 

The Council of National Defense was appointed by the President 
in the latter part of 1916. It was composed of the Secretaries of War, 
the Navy, Interior, Agriculture, Commerce and Labor. It was sound 
in concept but not in work, but from its crucible came important prac- 
tical results. 

The President also appointed an Advisory Committee to the Coun- 
cil of National Defense. This was composed of Daniel Willard, How- 
ard E. Coffin, Julius Rosenwald, Dr. Franklin H. Martin, Dr. Hollis 
Godfrey, Samuel Gompers and Bernard M. Baruch, Walter Gifford, 
Director and Grosvenor Clarkson, Assistant Director, afterwards 
Director. The first meeting of this Advisory Committee was in Decem- 
ber 1916. Nothing was done for some months except to sit around and 
discuss organization. 

The first definite thing accomplished was the appointment of com- 
mittees of industry with which the Government could deal if and when 
it was found necessary. Just previous to the declaration of war, in 
its preparedness campaign, the Council of National Defense through 
its Chairman of Raw Materials, negotiated for various raw materials 
to be used by the Army and the Navy. This resulted in the purchase 
of copper at the ten year average price of 1624¢ as compared with the 
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then market price of above 30. Following that, other raw materials 
were purchased by the Government, at a figure far below the market 
price. This temporarily broke the continuity of high prices. 

After the declaration of War, the Advisory Committee of the 
Council of National Defense organized itself more effectively to give 
whatever advice was asked by the various departments of the Gov- 
ernment. The first process was the formation of the Munitions Board 
of which Mr. Frank A. Scott was Chairman. Some months—July 28 
—after this, the War Industries Board was formed as part of the 
Council of National Defense and Mr. Frank A. Scott was appointed 
Chairman. He was succeeded afterwards by Mr. Daniel Willard. 

It was at this time that the question of price-fixing came up. There 
had been a struggle between two schools of thought regarding prices: 


The first—that prices should be permitted free play, and a 
heavy excess profit tax imposed. 
The second—fix prices and also put on the excess profit tax. 


The second plan which I advocated, won. 

During all this time, there was the greatest confusion imaginable. 
There was no program. The Army was inadequately manned. They 
did not even know what materials were necessary to equip an Army. 
A study of this was undertaken by the Advisory Committee of the 
Council of National Defense to which was assigned a retired Army 
officer. The Army proceeded to expand itself many times. The Navy 
was well organized. 

The Allies did not know whether they wanted men or only money 
and materials. Missions were continually arriving from the other side, 
telling us what we should avoid but they did not know exactly what 
they wanted. At that time there wasn’t much thought that we would 
send men to the other side. All of this confusion was reflected in the 
changing personnel of the various war agencies. 

Finally, President Wilson, in the late summer of 1917 determined 
that prices had to be controlled and asked a special committee of the 
Council’s War Industries Board to get the advice of the Federal Trade 
Commission and recommend to him the prices of various articles. 
Frank Scott was ill and Judge Lovett acted as Chairman. I was a 
member of this group together with Robert Brooking, Admiral Frank 
Fletcher, General Palmer Pierce of the Army and Hugh Frayne of 
the American Federation of Labor. 

The first two prices to be fixed were copper and steel. The sessions 
began in September and on the 24th day of that month, a settlement 
was reached as to prices, both these materials being set at prices far 
below the existing market. It had to be agreed with the industries in 
question, that if these prices should prove themselves unfair, the sub- 
ject was to be reopened in the following January. In fact, any con- 
sumer or any producer, or any representative of the public had the 
right to come in to demand a revision every three months. The stand- 
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ards of wages, however, were not permitted to be diminished even 
though, as was frequently the case, the prices of commodities were 
lowered. As an instance of the difficulties we encountered in setting 
a price for steel, the Board adopted a resolution reading as follows: 


‘That, if the steel interests should not be willing to give their 
full cooperation because of the prices fixed, the War Industries 
Board would take the necessary steps to take over the steel 
plants.’’ 


It was only at the close of 1917, and the beginning of 1918, that the 
question of price control was taken in hand effectively. The first to 
be worked on were the prices of those things in which extreme short- 
ages existed, over which the Government could have adequate control. 

During this time, there was continuing confusion owing to the 
increased organization of the Army, the Navy, the development of the 
Shipping Board and the establishment of the Food Administration, 
the Fuel Administration, the War Trade Board, the Railroad Adminis- 
tration, as well as the other war making agencies. No coordination 
existed among these bodies, all competing one with the other. In the 
Army alone there were almost ten separate procurement divisions bid- 
ding against each other. And the buying of the Allies made confusion 
worse confounded. It seemed such a hopeless tangle that men who 
were offered positions refused to take them and many of those who 
were connected with the civilian side of the war were leaving or ex- 
pressed a desire to leave. 


The President sought on every hand to get a Chairman of the 
War Industries Board, and made an offer to several men, but by this 
time people had become so fearful of the difficulties involved, that it 
was impossible to induce anyone to accept that position. There was 
much talk of how we were losing the war. The outlook looked black. 
The President honored me by sending for me, I think on March 2nd, 
and read to me a letter which Secretary Baker had dictated for the 
benefit of whomever might come in as Chairman. It had become ap- 
parent that the only way out was through the kind of organization I 
had outlined. Bold and immediate action was essential. The new 
Board was to deal with production and allocation as its principal funce- 
tions. Prices were fixed by a wholly independent board who would 
make recommendations directly to the President. This Price-Fixing 
Board was finally composed of Messrs. William B. Colver, Chairman 
of the Federal Trade Commission; Hugh Frayne, of the American 
Federation of Labor; Prof. F. W. Taussig, Chairman of the Tariff 
Commission; R. V. Norris; Commander John M. Hancock, United 
States Navy; William W. Phelps, Secretary; Colonel Robert W. Mont- 
gomery, United States Army; H. C. Stuart, former Governor of Vir- 
ginia; President H. W. Garfield of Williams College and Robert S. 
Brooking, Chairman. 
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They were the men who recommended prices to the President who 
in turn made them public, and they became the prices for everybody 
everywhere. As rapidly as possible the field of price-fixing was being 
spread. 

The newly created United States War Industries Board was com- 
posed of the following: Bernard M. Baruch, Chairman; Alexander 
Legge, Vice-Chairman; Judge Edwin B. Parker; J. L. Replogle; Hugh 
Frayne; George N. Peek; Admiral Frank Fletcher; General George W. 
Goethals; Herbert Bayard Swope, Assistant to Chairman; Albert C. 
Ritchie, General Counsel and Leland Sommers, Technical Advisor and 
Chairman of Foreign Missions. 

In order to keep the various functions separate as much as possible, 
and have proper checks and balances, every commodity section of the 
War Industries Board was organized so that there would be included in 
it a representative of every war making department interested, such 
as the Army, the Navy, the Shipping Board, the Fuel Administration, 
the Food Administration, the War Trade Board, and frequently the 
Railroad Administration. The Allies’ purchases were centralized 
under Mr. Legge. 

All contracts were made by the Departments themselves. 

There were many defects and many shortcomings and many 
bases for criticism, but we must realize that we were in the position of 
a railroad with a single track bridge over which a huge amount of traffic 
had to go. We could not pull up that single track until we had built a 
new one. We were trying to build new ones and straighter ones beside 
the old one. 

Here I must say that during the summer of 1917 before the War 
Industries Board was built, criticism was expressed that committees 
of industry were in dual roles, acting for the government and for them- 
selves. Thereafter the committees of industries represented the busi- 
ness elements and the Commodity Committees of the War Industries 
Board were made up of Government representatives, sitting vis-a-vis. 


At the same time, men of outstanding ability who were in the 
government service were asked to place upon the record their interests, 
and were not to take part in negotiations affecting them. I must say 
that in every instance that came to my attention, the business man in 
government service was tougher in knocking down prices than the 
representatives of the departments were. I want to say here, too, that 
I did not see a single instance in the War Industries Board where a 
man connected with it did not prove himself a high-minded, selfless 
patriotic citizen desiring to do a service, all at a cost to his personal 
fortune. When I became Chairman, in March 1918, I accepted, and 
still accept, full responsibility for every official act of this Board. 

Although the final authority regarding priority, which had to 
do with production, allocation and movement of goods, rested in the 
Chairman of the Board, all questions were left with the Priority Com- 
mittee composed of Messrs. Edward B. Parker, Chairman; Charles 
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Foster, Vice-Chairman; General George W. Goethals; Admiral F. F. 
Fletcher; Clarence M. Woolley, of the War Trade Board; Edward 
Chambers, of the Railroad Administration; Charles R. Piez, of the 
Shipping Board; P. F. Noyes, of the Fuel Board; T. F. Whitmarsh, 
of the Food Board; Alexander Legge, representing Allied purchasing ; 
and Felix Frankfurter, Chairman War Labor Policy Board. 


Even with the powers granted the new Board, it became increas- 
ingly apparent that a law was necessary—such as is now being advo- 
cated to fix prices. No such law was passed, so the War Industries 
Board used the clearly defined power of the Government to comman- 
deer plants and the power of priorities, to compel the acceptance of fair 
prices as scheduled by the Price Fixing Committee, under Mr. Brook- 
ing and the President. 

A serious problem we faced had to do with the prices of foods, 
rent, clothing, shoes, etc., which were getting beyond the purchasing 
power of the ordinary citizen. The War Industries Board were mak- 
ing arrangements regarding limitation of styles and prices of shoes. It 
had under discussion the standardization of dress for men and women. 
The scarcity was accentuated by the fact that General Crowder had 
asked the War Industries Board to indicate from what industries 
150,000 additional men per month could be drafted after January 1, 
1919. This gave rise to the listing of all industry into war and non- 
war classes. 

Another thing that was extremely disturbing was the high prices 
the United States and associated governments had to pay for materials 
bought outside their territories. And in some cases, the Allies were 
paying more for materials coming from their own dependencies than 
they were paying us. That frequently was an embarrassment in fixing 
our prices because we were permitting the Allies to buy at the same 
prices at which we sold to our own Army, Navy and civilian population. 


In order to control the situation, a War Mission was sent abroad 
to look into the use of materials being shipped abroad and into the 
prices charged us over there. Many reports were coming to us of the 
sale to export trade of materials which the Allies were buying from 
us. As Chairman of the War Industries Board, I felt that if there 
were any materials purchased from us which were being re-exported, 
our own people should be advantaged and not foreign governments. 
Also, it was necessary to get a close liaison between the field forces 
in France and the sources of the materials flowing from here. Other- 
wise intelligent priority could not be given. 


The question of competitive buying of innumerable necessities pur- 
chased outside the United States and Allied territories was illustrated 
by nitrates which we arranged to buy through an international ex- 
ecutive. The same method was employed with tin, and was arranged 
for with jute. We also had under discussion international executives 
on manganese, chrome, hardening metals like tungsten and vanadium, 
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quebracho, wool, mica, industrial diamonds and many other items of 
great importance but used in smaller quantities. 

as Price control of such externally produced essentials, of either 
civilian or war nature, is an important part of any munitions regula- 
tion. I made certain recommendations to the Joint Commission in 1931. 

You understand, of course, that this is but a brief sketch and I 
trust that the Committee will ask me in detail regarding any phase of 
it that remains obscure. 

I come now to my position on the basic matter now under dis- 
cussion, the taking of the profits out of war, and will give my ideas, 
for what they may be worth, on the matter of neutrality, which is a 
great deal involved in the subject, and also my general reaction to 
the Flynn report. (The report of John T. Flynn, economist). 

Does every member of the Committee have a copy of this? 

The Chairman. We have a copy. 

Mr. Baruch. Outline of Recommendations : — 


We are of the common belief that war ought to be avoided at all 
hazards, but we must plan that if war comes, we shall meet the enemy 
with our maximum effectiveness; with the least possible injury and 
violence to our own people, and under a system which, as far as 
possible, shall avoid inflation, waste, and above all, profiteering. 

To take the profit out of war would be the outstanding accom- 
plishment of social justice since the development of our present indus- 
trial system. 

Wars are generally caused by economic pressure. Today the 
world is more embattled economically with tariffs, quotas, exchange 
regulations, depreciated currencies and barriers of all sorts than ever 
before in history. With this confusion confronting us, we should, first 
of all, state our problem. That divides itself into three parts: 


1. The prevention of war. 


2. The establishment of a strict neutrality as between nations 
engaged in a war from which we are free. 


3. If war comes to us, then, first, the winning of it by a success- 
ful management. And only by the elimination of profits, with 
its vast increase in the wealth of the few and the enormous 
dislocation following hostilities, can it be said of war that it 
has been won—if a war is won. 


At the outset of this brief survey, I should say that it is essential 
for this government, because of the present disturbed condition of the 
world, to define clearly our neutrality; to regulate the flow of muni- 
tions; to establish contraband; to explain the limitation on travel right 
which we may wish to impose upon ourselves; to treat thoroughly the 
whole question of shipping exports, imports and the related subjects. 

I favor heartily the principle of ‘‘paying as you fight’’. Itisa 
subject that I have discussed and have heard discussed for several 
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years. I was glad to see the emphasis placed upon it in the Flynn 
report. To that point and to certain others in that document, I give 
my whole-hearted approval. Our objectives are the same and we can 
go hand-in-hand towards their achievement. Such differences as may 
exist will be found to be questions of administrative detail rather than 
broad basic policy. I testified to this effect before the Committee on 
Military Affairs of the House, where I found the questions leading to 
much the same conclusions you seem to be reaching here. 


Anti-profiteering is part of the broader plan which must embrace 
the mobilization of man-power, money, raw and manufactured mate- 
rials, maintenance (which means food and clothing) and morale. We 
should so order matters that each man, each business, every thing and 
every dollar shall bear its just proportion of the burden. The plan 
should be designed to avoid the prostrating economic and social after- 
math of war, and should be organized with full recognition that modern 
war is a death grapple between peoples and economic systems, rather 
than a conflict to armies alone. The plan I have advocated for fifteen 
years is the result of my practical war-time experience, plus observa- 
tions and study of the matter since then. 

Briefly, my proposal is that Congress, after it declares an 
emergency exists, shall authorize the President to clamp a ceiling down 
over the whole price structure in effect on or about the date of declara- 
tion of war, when there is a fair relationship among human activities 
and their reward, and make it unlawful thereafter to charge a higher 
price for any service or thing. But, coincident with that, a Fair Price 
Commission shall be set up to make adjustments upwards or down- 
ward as necessity may require. Money like other things, would be con- 
trolled and directed, and told for what purpose it could be used and 
the charge for such use. 

By heavily increasing the present peace taxes and placing an 
excess war profit tax on all earnings above peace-time earnings, any 
war profits which might strain through the price stabilization sieve 
would be captured and thus war would be prevented from being a profit- 
able industry. And, finally, the plan of ‘‘paying as you fight’’ would 
save generations unborn, as well as ourselves, untold misery. | 


Man power would be mobilized as it was under the Selective Draft 
‘Act, amplified by the ‘‘Work or Fight’’ provision, but labor would not 
be conscripted. Conscription of labor is unconstitutional, un-American 
and unnecessary. Wages would remain in keeping with the price 
structure and changed only if found necessary. The Army and the 
Navy would handle war matters but control and direction of our 
economic life would remain under civilian management, directed by the 
President. 

Munitions manufactured in peace-times, whether intended for the 
service of our own armies, or intended for export, should be manu- 
factured only under license. I do not favor the nationalization of the 
munition industry for reasons that I should be glad to go into, if it 
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interests the Committee, but there is a field in which the Government 
can enlarge its activities in the production of certain types of munitions 
during peace-time, and in which it is now already engaged. 

Should it be deemed advisable to go further in this effort, the Gov- 
ernment must be prepared to expend large sums of money for the 
purpose of developing the uttermost effectiveness in plant and worker; 
and above all, to develop through research, invention and national in- 
genuity, the ultimate in weapons of death. If preparedness means 
anything, it must mean just that. Treat it any other way, not only 
do plant and worker become obsolescent, but become an absolute lia- 
bility; an invitation to being attacked, and a sure means of national 
suicide. 

For almost twenty years, ever since the war and during the war 
itself, my mind has been concerned with the subject of munitions. In 
fact, I have used the phrase ‘‘taking the profit out of War’’ so long 
and so often that I have almost persuaded myself that I invented it. I 
used to talk to President Wilson about it because I was convinced that 
if the immorality of war could be in any way lessened, that result would 
be achieved by preventing it from becoming a source of private gain. 
It was Napoleon who said of Prussia that war was its chief and most 
profitable industry. That is the sort of indictment which, in common 
with you and many others, I would like to see our country escape. 

Again I say, I seek the same objective that you gentlemen desire. 
Our goal is the same. The question is down what roads we should 
travel to get there. As far as I can aid in the work of your committee, 
I am prepared to support any plans which are practical; which do not 
threaten national defense, and which will bring about the free flow of 
men, money and material when the emergency arises. 

Gentlemen, that is all I have to say for the moment until after you 
ask me questions. 

May I say this, Mr. Chairman: That there is no question that 
either you or any member of this Committee, or anybody identified with 
it, will ask me that I won’t answer. That covers the things which have 
been under discussion, and any act of mine since then until today. I 
have laid down before your committee what I thought was my general 
worth at that time. I am prepared to state exactly what I own today, 
and what I have, and when I say that, I mean not only I myself but what 
every member of my family possesses. 

So there is no question, Senator, that anybody here can ask 
me, no matter how private they may think it, that I won’t answer. 

Let me say this also, Mr. Chairman: That I have been on both 
sides of this question. I have sat on Governmental inquiries. I know 
the vast amount of innuendoes and rumors and questions and anony- 
mous communications that are poured into every member of a Gov- 
ernmental committee. There is nothing, no matter how silly or ridicu- 
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lous, how ill or well-founded you may think it, that I won’t answer, if 
you want an answer and will give me a chance to answer in the public 
hearing. 

The Chairman. Thank you, Mr. Baruch. 


B. 


Statement of Senator James F. Byrnes, of South Carolina, 
to the committee, March 28. 


Senator Byrnes. Mr. Chairman, I want only a few minutes, and I 
appreciate your giving me the opportunity to make a short statement, 
so that I can go to my own committee meeting. 

This morning I read the newspaper report of this hearing yester- 
day, in which references were made by the witness, Mr. Baruch, to 
some criticism made heretofore with reference to his financial trans- 
actions during the period that he was chairman of the War Industries 
Board. It caused me to make this request to be heard at this time. 

During the war I was a member of the Deficiency Committee of 
the Appropriations Committee. That committee handled nearly all 
of the appropriations for the conduct of the war. After the Armistice 
there came before a subcommittee of the Appropriations Committee 
one day Mr. Ritchie, then Attorney General of the State of Maryland, 
who said he desired to call our attention to certain actions of Mr. 
Baruch. He told us that it was necessary for a mission to be sent to 
Great Britain by our Government for several purposes. First, to see 
that the material that the United States was shipping to Great Britain 
and our allied nations was really being used for military purposes and 
not commercial purposes to advance their export trade; and, secondly, 
inasmuch as we had fixed prices upon commodities in this country, and 
our Allies were receiving the benefit resulting from the fixing of prices, 
that as to certain commodities, such as tin and jute, that there should 
be a price fixed by Great Britain, so that this Government would not 
be paying an excessive price for such commodities. 

There were other purposes that I do not now recall. About the 
time that the mission was scheduled to leave, it was discovered that 
there were no funds to pay the expenses of this mission representing 
the Government of the United States. Mr. Baruch paid the expenses 
of that mission out of his pocket and, according to the statement of Mr. 
Ritchie and his associates in the War Industries Board, it amounted 
to something like $85,000. 

By reason of the mission going to Great Britain for the purposes 
mentioned, millions of dollars were saved to the Government of the 
United States. After the matter was presented to the subcommittee of 
the Appropriations Committee, on which was Mr. Mondell of Wyoming, 
among others, and myself, we agreed that we would put into the appro- 
priation bill an item reimbursing Mr. Baruch for this expenditure, 
and about two or three days later Mr. Ritchie again came to the com- 
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mittee to say that he had mentioned the matter to Mr. Baruch, who 
stated that under no circumstances would he accept the money, and, 
because of that fact, it was not included in the bill. 

Because it was an unusual occurrence, it caused me to discuss the 
matter with an official of the War Industries Board, a man who was 
familiar with all the activities of that organization; and he told me 
that that was not the only occasion that Mr. Baruch had spent his 
money for the Government of the United States during the war; that 
the expenses of the Council of National Defense, when the offices were 
first opened in Washington in the Munsey Building, and before the 
appropriations were made available, were paid out of the pocket of 
Mr. B. M. Baruch; and that at the conclusion of the War when our 
committee, in an endeavor to bring to an end the activities of these 
war boards introduced a bill repealing the appropriations made for 
such boards in order to hasten the winding up of their activities, a very 
serious situation confronted us here in Washington. The boys had 
gone to War. Many of them had been drafted out of the Departments. 
Their places were taken by young girls from all over the country, who 
desired to serve their country in the only way that they could. And 
when it became necessary to abandon this activity of the War Industries 
Board, and hundreds of girls were to be dismissed, with no chance on 
earth of securing employment in Washington, at that time, this official 
of the War Industries Board told me that Mr. B. M. Baruch had em- 
ployed a matron, and directed her to call upon every girl in the organi- 
zation and try to persuade her to return to her home, instead of walking 
the streets of Washington securing employment. 

He said that she succeeded in persuading them, and the induce- 
ment offered was the cost of transportation of every girl in the War 
Industries Board from Washington to her home, including Pullman 
berth and all expenses. 

I thought they were two fine things. I have never heard of Mr. 
Baruch mentioning them. I have never seen them printed in any news- 
paper, and this morning when I read that he was under criticism about 
his financial transactions during the War, I felt it was only fair and 
right that somebody should put into the record this statement, showing 
that while other men may have used the power given them to accumu- 
late wealth, that this man was using his wealth to serve his Government 
and to help young women return to their homes. 

The Chairman. Senator Byrnes, I hope you have not been under 
the impression that the committee was the party that was critical of 
Mr. Baruch’s wartime record. The committee’s purpose in having 
Mr. Baruch here has been to ascertain from him the background, the 
information which he can so readily afford, concerning wartime acti- 
vities, a background which we need in determining the issues which 
are going to be presented, when any war comes. 

I am making this statement only in the hope that the record may 
be clear as respects the attitude of the committee. 
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Senator Byrnes. I am very glad to know that. As a matter of 
fact, my desire to do this was based upon the impression that I got 
from newspaper statements that he was under some criticism because 
the Secretary of the Treasury, or the Treasury Department, had 
destroyed his income tax return during the War. 

Senator Clark. Mr. Chairman, this seems an appropriate time to 
say, that as far as Mr. Baruch’s personal income tax return is con- 
cerned, that that matter arose last December by reason of the inclusion 
of Mr. Baruch’s name in a list of other gentlemen, put in by a com- 
mittee investigator, whose income tax returns were found for certain 
years and not found for other years. 

Now the next morning after that exhibit was put in, I took the 
trouble to go to the Bureau of Internal Revenue and found out that 
that was entirely an ordinary course, and was done under an Act of 
Congress, and found that it was the practice of the Bureau of Internal 
Revenue to destroy income tax returns from time to time, simply as a 
matter of reducing the number of records necessary to be kept, but that 
it was not their practice to destroy any records on which there was a 
possibility of a claim for refund on the part of the taxpayer or for 
additional tax on the part of the Government. That would explain the 
fact that the income tax returns of any taxpayer might be destroyed 
for certain years and not for others. 

I also think it appropriate to say at this time, that Mr. Baruch 
furnished the committee with his income tax returns and income tax 
data from which the returns were made up, for the purpose of careful 
examination by the committee, and also with a list of his holdings of 
securities during the years of the War, and that there is not only 
nothing in those returns or those papers which could in any way be 
considered a reflection on Mr. Baruch, but they also show a highly com- 
mendable action on his part in disposing of stocks which he was holding 
in order to put himself at the disposal of the Government during 
the War. 

I think that is simply fair on behalf of the committee to Mr. Baruch. 


Cc: 
Interrogation by Senator Homer T. Bone, of Washington, March 28. 


Senator Bone. Mr. Baruch, in view of the fact that I may not be 
able to be here tomorrow, on account of working on another committee, 
there are one or two brief questions I would like to ask you: 

You have been singularly blessed by fate with the opportunity to 
render a wide public service. You have had an opportunity that comes 
to very few men in the Republic, and because of your intimate knowl- 
edge of all this history which we have been going over, I think you are 
in a position to express an opinion about the matter which I want to 
ask you about now, and that is on the subject of war in general. How 
long do you think the nations of the earth can continue these prodigal 
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expenditures for armament which are now being made, without the 
danger of a financial debacle? 

Mr. Baruch. I think it is upon us. What I mean is that it seems 
to me, Senator, we have about reached the limit; and if we get into a 
conflict on the other side, it looks to me as if it will burn up all the 
resources that are left there. 

Senator Bone. Do you think that what seems to be wanton and 
prodigal expenditures are simply pieces of plain international folly? 

Mr. Baruch. It looks like we have not learned anything. 

Senator Bone. Do I characterize it in the wrong way in calling it 
international folly? 

Mr. Baruch. If you can find any words more vivid than that, I 
would agree with you. 

Senator Bone. Iam trying to be restrained in my characterization 
of it. There is another question I want to ask, and I think you, prob- 
ably better than most men in the Republic, are qualified to answer this 
question: 

What do you think will happen to our western civilization if the 
world becomes embroiled in another great international war, projected 
over any considerable period of time? 

Mr. Baruch. I think that the institutions of government, as we 
have known them, will fall down, and the standards of living will go so 
low that we will get into a kind of ‘‘ Middle-Ages’”’ civilization. 

Senator Bone. In other words, we would revert almost to what 
might be called, for want of a better term, a new feudalism? 

Mr. Baruch. I do not know what form it would take, but I know 
the standards of living would go down, and governments will be dis- 
rupted, and that the whole moral attitude of the world would change, 
not alone countries against countries, but individuals against indi- 
viduals in a nation. 

Senator Bone. Do you think it is fair to suggest that our western 
civilization might crumble up under the impact of another great inter- 
national conflict? 

Mr. Baruch. If we were involved in it. 

Senator Bone. That is what I mean. 

Mr. Baruch. Yes, sir. 

Senator Bone. We might be drawn into it, if the thing took the 
proper course. 

Mr. Baruch. You mean the improper course. 

Senator Bone. The improper course. You know what I mean by 
that term. 

Mr. Baruch. Yes, I certainly do, sir. 

Senator Bone. It has been suggested, and I have had it in my 
own mind ever since we have begun this inquiry, and I am just going 
to take the liberty to suggest my own viewpoint and ask you what you 
think of it: 
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I believe that in the event of war in Hurope, or in Asia, that it 
would be the proper course for the President of the United States to 
embargo the movement of both commodities and human beings into 
the war zone, or, if that be not possible, under our situation of law in 
this country, that we serve notice on our nationals that if they go into 
the war zone, they go there at their own peril. 

My belief is predicated on this thought: That no man has a right 
to involve this Republic in the thing that you have just said is immi- 
nent, because he is merely asserting a general right, freedom of the 
seas, or his Constitutional rights, or something of that sort. 

Do you think I overstate the proposition when I suggest that? 

Mr. Baruch. No, that is the reason I suggested in my memo- 
randum that I believe the most important thing before this Committee 
today is the establishment of our neutrality laws or views in order 
that every American citizen shall know exactly what they are, and so 
that he cannot involve his country, through the exercise of some par- 
ticular right, in a war. * * * No national has the right to go into a 
trouble zone and get into trouble and expect this country to back him up. 

Senator Bone. That is right. If we had just had sense enough 
to apply that wholesome and old-fashioned doctrine to the affairs of 
our nationals in 1917, and let them ship munitions to Germany or Eng- 
land, or any of the combatants, but with the admonition that if they 
did, they went there at their own peril, we probably would have escaped 
the war, or probably not have been drawn in so quickly. Do you agree 
with me that that is a possibility? 

Mr. Baruch. If our neutrality rights had been clearly defined, we 
would have been less likely to have been drawn in, and might not have 
been drawn in. 

Senator Bone. Yes, sir. 

Mr. Baruch. As a matter of fact, it looked as if we were going to 
get into difficulty with England in the beginning, because she stopped 
our trade and traffic. 

Senator Bone. Do you think that we made the world safe for 
democracy by going into that war? 

Mr. Baruch, I will say it could have been made safe for democracy. 
If you and I are going to get into that, we will never agree. We can 
stand up all day and argue. I have changed my views somewhat, be- 
cause I found that the agreements which have been made are not kept. 
I was going to say ‘‘scrupulously kept’’. 

Senator Bone. When we look at Mussolini in Italy, the Hitler 
situation in Germany, and the conditions which confront numerous 
countries which toppled their governments over, we at least realize 
that the aftermath of that war was not a happy one. 

Mr. Baruch. One thing has been certain about the war: Nobody 
won; everybody lost, including ourselves. 

Senator Bone. That is right. You cannot beat the game of war, 
can you? 
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Mr. Baruch. No, sir. 

Senator Bone. It would be a splendid idea, do you not think, if 
we could sell that simple, fundamental idea to the American people? 

Mr. Baruch. Yes, sir, but if they have not been shown it, they 
never will be. 


D. 


Supplementary statement to the Nye committee, April 12, 1935. 


To tHe Mrmpers or THE ComMitTTer INVESTIGATING THE 
Mounitions Inpustry—Senators Nyz (Cuarrmay), 
CiaRrk, GErorGE, Bonz, Pore, Barpour AND VANDENBERG. 


GENTLEMEN: 


I ask the privilege of supplementing my testimony before your 
body on March 27, 28 and 29, 1935, by having this communication read 
and inserted in the record. My purpose in so doing is four-fold: 


f. 


2. 


To acknowledge the consideration accorded me by you gentle- 
men and the Secretary and Counsel. 


To ask the acceptance of the typographically revised copy of 
my testimony, which accompanies this communication. 


To clarify and amplify my testimony, certain portions of 
which were left unrecorded due to the fact that I was moving 
around on my feet a large part of the time, which, unfor- 
tunately, made it difficult occasionally for the reporter to 
catch my utterances, and has resulted in a record so garbled 
that I cannot correct it without seeming to be rewriting my 
testimony. Also, because I find upon reviewing several ques- 
tions that I did not sufficiently define my actual opinions and 
judgments. And because I find that the transcrit is largely 
eross-examination instead of the direct and affirmative testi- 
mony that may be more helpful to your purposes. 


To reply to the request of the Chairman that I comment on 
the report of Mr. John T, Flynn, with which I find myself in 
sharp disagreement in certain points. And to respond to the 
request that I give my reactions to a summary that was given 
me as coming from Senator Clark. 


% * * 


We must fully realize that the war-time mobilization of the eco- 
nomic forces of the country are primarily for war purposes but equal 
to and coincident with this, must be the consideration of the needs of 
the civilian population. Price control is only a part of this scheme of 
mobilization. This control must provide for the lowest prices possible 
not only for war-making agencies but for the civilian population as 
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well, whose needs must be met from a constantly decreasing purse. 
I make further reference to this later on. 

Throughout the questioning it seemed to be assumed of my plan 
for taking profits out of war, that it depended solely on freezing all 
prices and then utilizing some modification of the World War excess- 
profit tax to recapture any profits due to war. 

This assumption is completely in error. In simplest terms, I pro- 


pose—— 


(1) 


(2) 


(3) 


To make it unlawful to raise prices in any war from the day 
of declaration (or thereabouts) except as may be permitted 
by the President and to penalize both seller and buyer for 
infractions. Individual prices or whole groups of prices 
may be adjusted up or down by a price-adjusting committee 
as occasion requires. This puts a ceiling over the price 
structure but permits fluctuations downward as freely as 
before. It also offers sufficient flexibility to meet all exi- 
gencies. No price is fixed. Nothing is frozen. 


To take, by special taxes, 100 percent of all profits and 
income in war above the average of the preceding three 
years of peace. This skims off every cent of profit due to 
war. Taxes on new enterprises will have to be adjusted and 
worked out separately. 


At the same time, to increase the regular individual and cor- 
porate income tax to the absolute point of diminishing re- 
turns. This takes all other available revenue that can be 
taken without slowing or stopping the flow of munitions to 
the front. 


Keeping this plan in mind, you will recognize as wholly irrelevant 
many questions asked, the answers to which show: 


(1) 
(2) 
(3) 


(4) 


That I do not propose to peg, fix or freeze all prices or 
any particular price. 


That I do not rely on my proposed ban on price-increase 
alone, to take the profits out of war. 


That I do not propose to make costs any factor in fixing 
the ceiling, or asset values any factor in determining the 
tax, or to repeat the partial futility of the World War 
excess profits tax. 


That my plan does not permit vast war profits through 
increased war volume even at low prices but with low over- 
head. 


These irrelevancies comprise a great part of the record and thus 
obscure the real issue between the Flynn plan and my own. 


* * * 


118 


The Flynn plan is to limit corporate profit to 3% on declared 
adjusted capital value. If earnings are 3% or less it takes half of that, 
or indeed half of any earnings less than 6% and 100% of earnings above 
6%. It allows no personal income in excess of $10,000. and taxes even 
oor $10,000. heavily. It requires these taxes to be paid quarterly in 
cash. 

This plan has certain characteristics that make it questionable and 
might defeat every purpose it asserts, and that would probably imperil 
the defensive power of the United States. 

To avoid any misunderstanding or superfluous debate, may I say 
that I agree cordially and completely with Mr. Flynn on these points: 
that a prime and continuing curse of war is inflation; that we should, 
as far as possible, pay as we go and not pass the burdens of war and 
inflation to future generations; that we should see to it that nobody 
profits by one cent from war; that no man can object, from the angle 
of his personal interest, to any sacrifice of profit or property when 
other men are sacrificing life and limb; that it has been proved that 
any excess-profit tax based on asset values is too complex for war 
administration ; that, for ths reason, millions of dollars in taxes escaped 
the government in the World War; that price and industrial controls 
were not fully effective, in the World War, until well along into 1918, 
and finally that, in the peculiar circumstances in which we entered the 
World War, there had been a vast inflation and dislocation of normal 
price relationships before we entered it. 

These things I have preached and fought for or against ever since 
the war. But, with the record thus cleared of all subsidiary issues, 
I must, from intense experience, record myself in disagreement with 
Mr. Flynn’s ultimate conclusions as expressed in his testimony. It is 
my deliberate and considered judgment that the Flynn plan would 
insure an exaggerated inflation far greater than if there were no plan 
at all, paralyze war production and render this nation practically help- 
less against a major attack by any enemy possessing an economic and 
industrial system fairly comparable with our own. 

Much as it may be decried, the cold fact remains that ours is an 
economy activated by profits. A certain return on money is necessary 
to make our industrial system work. Insofar as a penny of profit de- 
riving from war is concerned, I am for its utter abolition and have 
been fighting for that for 16 years. As far as all other profits and 
incomes are concerned, I propose to go exactly as far in taking them 
as we can go without interfering with the free flow of munitions for 
defense. I am not willing to go one step further than that, any more 
than I would be willing to impede or hamper or destroy the defensive 
power of our armies in the field in face of an enemy. One is the same 
as the other, and, in modern war, I am not sure that industrial effec- 
tiveness in war production is not the more important of the two. 

Plainly, the result of the Flynn plan would not be merely to skim 
off the profits due to war. It is with insignificant exception, to abolish 
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the present economic system in war. I am not debating here whether 
the profit motive is right or wrong. I am only insisting that we recog- 
nize reality and what is here proposed. And, I am saying that the 
advent of modern war and threatened national destruction, when the 
fate of the people, as at no other time, depends on the efficient opera- 
tion at high speed pressure, of its industrial system, is not the moment 
to select to switch from the fundamental base of our economic system 
to a new and wholly experimental system which was never adopted 
at any time in the world’s history in peace or war without an immediate 
result of collapse and ruin. 

Much was said at the hearing about this being a new war psychol- 
ogy. War psychology is one thing. Immutable natural law is another. 
Our whole industrial system is a complex massive machine built and 
geared to run on investment and profit. There is no proof that it will 
run on psychology and there is much that it will not. Certainly we 
should not select an hour when the enemy is at the gates to find out 
whether it will or not. 

Mr. Flynn’s testimony contains certain errors and misconceptions 
of fact. I shall refer only to afew. The Flynn plan is wholly based on 
two fundamental assumptions that seem to me to be so clearly in error 
as to fall by their own weight. If they do fall, the plan falls because 
they alone are advanced as its justification: 


(1) That war-inflation is due to governmental borrowing to pay 
expense of war, and 


(2) That high taxes will prevent price inflation. 


It is not true that war inflation is produced primarily or even 
mainly, by borrowing. It is at the outset, produced by shortages and 
panicky counter-bidding for the scant supply. No better proof of this 
could be given than Mr. Flynn’s own table showing that our vast war- 
time price inflation was very largely produced before we got into the 
war at all, or started any unusual governmental borrowing whatever. 
It was produced by scarcity and Allied counter-bidding for the short 
supply in our markets. This is clearly shown by the following table 
which also demonstrates that, with us, price and industrial control 
greatly deterred the mad rate of price inflation after we entered the 
war and began borrowing with the most lavish hand we have ever per- 
mitted. It is a complete refutation of Mr. Flynn’s fundamental thesis. 


Col, I Col. II Col. III - 
July, 1914 April, 1917 Nov. 1918 
index Ratio of Incr. Ratio of Incr. 
fal. COMMON TLES Let is. 67.3 170% 202% 
Orange... CALA as nitcienens 69.6 243% 227 Yo 
Iron ahd ‘steals. 50. AG. 59.5 285% 253% 
Non-ferrous metals ...... 75.1 244% 200% 
Chemicals isis 25 Maes 86.1 210% 210% 
Bituminous coal ......... 34.8 271% 235% 
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The most astonishing statement in the record is the following by 
Mr. Flynn referring to war inflation in Europe: 


‘“There was not so much as in this country because European 
countries taxed to the very bone to carry on the war to a much 
greater degree than we did * * * None of them had the inflation 
or anything resembling what we had.’’ 


That was Mr. Flynn’s statement. Here are the facts taken from 
Harvey Fisk’s ‘‘Inter-Ally Debts’’— 


I II 
Direct Cost Direct Cost Ratio 
in currency in “1913” Column I 
dollars dollars to 
Country 000,000 omitted 000,000 omitted Column II 
United States ......... 26,593 12,212 217% 
Associated Powers except 
Ree et. 78,528 21,259 369% 
Central Powers ....... 41,774 12,428 366% 
Total for all belligerents. 146,895 45,899 312% 


This table shows that far from being greater than Hurope our in- 
flation was much less, and may I add, our policy of giving our Allies our 
own low prices held their figures down. 

There is not a single shred of evidence that high taxes make low 
prices and on the very face of the proposition it refutes itself. Tax is 
an element of cost and cost is an element of price. The higher the 
tax the higher the price. Thus it is and thus it ever has been since the 
world began. The power to tax is not the power to create and stimulate. 
It is the power to destroy and paralyze. 

In addition to the direct contribution of high taxes to increase cost 
and price, the paralysis of production and turnover induced by them 
will accentuate shortage and so still further increase price. There is 
only one way to keep war prices down and that is not to permit them 
to rise. That is not price fixing or price freezing at all. That requires 
no calculation of cost or intricate process of the determination of every 
price in the category, which Mr. Flynn says is his objection to my 
plan. It does not, as he charges, crystalize a disordered price rela- 
tionship. In the ordinary case of the advent of a war breaking sud- 
denly on a peace time price structure created by the law of supply and 
demand, it prevents disorder. In the very extraordinary and almost 
unique case of our coming late into a World War that has already 
wrecked normal relationships, it halts further disorder and permits 
adjustment. 

Practically every criticism that Mr. Flynn offers along this line, 
is based on a wrong assumption as to my plan. Such also was his 
assertion that, with a price ceiling, increased war volume would create 
greatly increased war profit. I had been at great pains to show this 
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myself but only to justify my plan to take every cent of the increase 
by a tax. 

In view of these misapprehensions of Mr. Flynn, I cannot follow 
him when he says: 


‘For that reason (inability to find costs for price fixing) I 
have no faith in price fixing or price freezing as a means of 
controlling profits and inflation during war * * * I would stop 
(by taxation) the flood of inflation which makes these price 
rises possible, before it gets into (the steel) industry’’. 


Higher prices are themselves inflation and not merely the result 
of it. They are accelerated and not stopped by taxation. Putting on 
a ceiling is in no sense dependent on cost finding. 

It is true that Mr. Flynn does make some gesture toward price 
fixing for individual commodities. I showed in my War Commission 
testimony the impracticability of fixing a few without taking in all. 
It raises every objection which he so eloquently made about determin- 
ing costs. My plan is not subject to those objections. His is. 

You certainly cannot pay the cost of a war by taking war profits 
because profit is but a small part of war cost and the whole is greater 
than any of its parts. 

Can you pay it by taking all net income—both the income from 
war and the normal income of peace? I don’t know. Nobody knows. 
But it seems probable that, if industry knows it will be permitted no 
profit anyway, it is not going to amass paper profits by adding large 
percentages to cost, for the very good reason that it must pay them 
all out quarterly in cash. If there are no profits there will be no tax 
revenue. If there is no revenue, this plan won’t pay as we fight. 

But, without a ceiling, prices will soar just the same, even if no 
futile profit percentage is added, because the shortages, counter-bidding 
and high taxes will all act just as they have always acted to inflate 
war price. The plan defeats itself at every turn. 

It is clear also that business and industry is in large part activated 
by the spending and investment of income and that if a war govern- 
ment takes all of income, it will not have to worry about paying for 
the war. It will not be there to pay for it. Hither its conquerors or 
the Commune will have that problem. 

That brings us to the second fundamental fallacy that you need 
high prices to bring out high-cost production, that a price ceiling would 
prevent this, and that the Flynn plan of no price fixing and taking away 
all profit by a tax will do the trick. 

It isn’t high prices that persuade the ‘‘high cost’’ and ‘‘marginal’’ 
producer to make the investment necessary to bring him into produc- 
tion. It is the promise of profit. High price without profit merely re- 
quires more investment to support turnover and inventory. Money 
will not invest and run the extreme risks of war production for a frac- 
tion of 3%. 
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Marginal and high-cost producers, by the very circumstance that 
makes them such, have very low capital values. When all you have to 
offer them (to persuade them into production) is some small part of 
37% on little or nothing, you are not going to get any marginal or high- 
cost production. I know of no more effective plan than Mr. Flynn’s 
to freeze it forever out immediately upon the advent of war. You 
cannot afford to freeze it out. You must bring it in or lose the war. 

But the towering fallacy of the Flynn plan is that it proceeds as 
though, in a country at war, there were no such thing as a civilian 
population. 

The whole idea is that we will let prices go where they will to bring 
in high-cost producers and raise revenue, and then recoup the increased 
cost to government by confiscating profit by a tax. 

As I have shown, this will not recoup the cost to the government, 
and it will not bring in high-cost producers. As to the civilian popula- 
tion they certainly will not recoup anything at all. But they will in- 
evitably pay the constantly rising prices and they will pay them out of 
a greatly reduced income because Mr. Flynn says he is going to tax 
everybody to the bone. They will take nothing but grief from the high 
taxes and constantly increasing prices and consequently vanishing 
means to live. 

This punishes the workers who make the munitions with which 
soldiers fight and the families of both workers and soldiers. It over- 
looks the two outstanding lessons of the war: 


(1) That high civilian morale is important to armed effective- 
ness and is often the deciding cause of victory or defeat 


(2) That the credit and financial integrity of a nation at war is 
the ultimate measure of its endurance. 


The only way to prevent price inflation, the doubling or trebling 
of war costs and unbearable burdens upon the government, upon the 
civil population during war and upon generations yet to come, is some 
plan to put a ceiling over prices. Mr. Flynn’s plan would surely in- 
crease these burdens far beyond what they would be without any plan 
at all. In addition to paralyzing production and failing to pay the cost 
of war, it would enfeeble and exhaust the financial endurance of the 
United States in any long-drawn war. 

Under any plan the only way you will get in high-cost producers, 
will be to pay them a bonus and let them make a profit. I would far 
rather do that than ruin morale on the home front by letting high 
prices oppress the civil population and incur again the curse of war- 
time inflation and inevitable post-war collapse. 

Another difficulty with the proposed plan is that it would bear 
more heavily on a company financed with stock than on a concern 
financed on borrowed money. I can conceive of a case where a company 
of the former class would pay nearly all its profits in tax while a com- 
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pany financed by bonds would make as much money and pay no tax 
at all. It also permits profits on book values of assets regardless of 
their efficiency in production, which is especially bad, where (as in the 
case of some railroads) they have been financed largely by bonds, and 
may be mere monuments to hopes long dead. That is not a rule of 
reason or fairness. 

I was told the other day that insurance companies have outstand- 
ing an average of one $3,000 policy for every American family. Twenty 
percent of the securities behind these policies is stock. Cutting this 
income to some fraction of 3% would bear most heavily on bereft and 
helpless people. The Flynn plan does not get away from the World 
War difficulty about property appraisals. 

The requirement of paying quarterly in cash, 97% (or more) of 
all profits is wholly impossible. In rare cases are corporate profits 
kept wholly in cash. They are largely in inventories and receivables. 
They have to be to maintain turn-over. It discloses a singular inno- 
cence of business to say that because a corporation can pay some minor 
fraction of its profits in dividends quarterly, it can pay 97% or more 
of them in cash quarterly. 

I am sorry that Mr. Flynn did not talk to me or to other members 
of the War Industries Board who could have given him facts from 
experience before he reached some of his conclusions. These conclu- 
sions are, in many instances, erroneous and in some cases unfair to 
men who did an excellent job under a heavy responsibility and at a 
great sacrifice. 

For example, it was said that a man in the War Industries Board 
with stock in the DuPont Company handled contracts with DuPont. 
The War Industries Board handled no contracts. Yet that remark 
was used to insinuate that men in the War Industries Board were there 
to advance their private interests and it was also implied that I, and 
others, with an interest in copper, dealt with the copper industry. I 
am willing to let the whole record speak for itself on that point. 

The War Industries Board mobilized the resources of the country 
and allocated them to the quickest winning of the war. This allocation 
was made by a Priority Committee, on which were representatives 
chosen by the Army, the Navy, the Shipping Board, the Food Adminis- 
tration, the War Trade Board and the Fuel Administration. Every 
commodity that was allocated had upon its section, a representative of 
every department interested. The prices were fixed by a committee 
especially selected by and reporting directly to the President. All con- 
tracts were made by the interested departments themselves. A careful 
study of the War Industries Board set-up would have shown that no 
selfish interests could have affected its decisions. 


If there had been a better understanding of the problems that the 
War Industries Board had to face and of the confusion and lack of 
knowledge of the conditions surrounding its beginnings, I feel that 
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much of the questioning would have taken the form that would have 
poe more helpful to a solution of this problem, which is our common 
object. 


This organization, in a perfected form, is the one that has been 
recommended to come into being on the advent of war. It mobilizes 
our resources, distributes them according to our needs, removes war 
profits, makes strategic use of our economic strength, frees us from 
huge debts, and prevents the social and economic aftermaths of war in 
which we are now so deeply enmeshed. 

I was particularly interested in a question asked Mr, Flynn—— 


‘*You depended (in drawing the Flynn plan) on a program 
to destroy whatever initiative might exist for doing the things 
that were done in other wars.”’ 


The principal things that were done in every other war in which 
our country has participated, were to achieve victory. I don’t want to 
destroy whatever initiative there may be for that and I wish the Com- 
mittee had heard from more men who did have that initiative. 

Referring to the unequal advance in prices in various segments of 
the price structure due to Allied purchases before we entered the war, 
Mr. Flynn said: 


‘‘If you freeze prices, you freeze a tremendous unbalance in 
all these commodities * * * tomorrow morning you must set 
an army of commissions to work to unfreeze them which means 
vast studies of all kinds, ete., etc.’’ 


May I call your attention, Mr. Chairman, that what Mr. Flynn 
did here was to select as a general example a particular situation which 
is unique in the world’s history as an argument against a price ceiling 
in the usual case of the coming of war—when it comes suddenly and 
before any distortion of the price structure. That was the case of our- 
selves in every other war we have ever entered, and of all principal 
European belligerents in any war of the 19th and 20th Centuries except 
perhaps for Italy in the World War. In addition to that, Mr. Flynn’s 
remark inaccurately predicated the freezing of all prices which my ceil- 
ing does not even suggest. In justification of Mr. Flynn’s position, 
it is only fair to say that I once ineptly used the word ‘‘freezing’’ 
myself but I used it to mean a price ceiling and not a pegging of all 
prices. 

But Mr. Flynn’s criticism, even as made, can be met on its own 
ground. If the ceiling is placed over a disordered structure, the adjust- 
ment of segments is a mere matter of ratios—not of elaborate cost 
studies. I do not purpose here to repeat my testimony before the War 
Policies Commission. It is in this record and it makes answers to all 
these points of Mr. Flynn’s which answers I have never heard refuted. 
Mr. Flynn either did not read them, or chose to ignore them. 
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There is (in Mr. Flynn’s statement to the committee) an attempt 
to make this Committee believe that the natural trend of the price of 
steel was downward in 1918, regardless of price or industrial control, 
and even a suggestion that if there had been no industrial controls the 
price of steel would have gone lower—in other words, that the War 
Industries Board increased or sustained, rather than controlled and 
reduced, the price of steel. This statement appears: 


‘¢When we went into war it (the price of steel) * * * began 
to drop not as a result of price-fixing by the price-fixing agency 
of government but as a result of the negotiations by the govern- 
ment which was the principal purchaser of steel etc.’’, and later 
—‘ ‘The reduction in the price of steel was not to any tmportant 
extent the work of the War Industries Board because they really 
fixed the price of steel on a declining market * * *”’ 


then follows the usual side-stepping device 


*‘T do not join the accusation * * * but they have been at- 
tacked as having stabilized the price of steel and keeping it from 
going down further when they actually did fix it.’’ 


Since you, Mr. Chairman, did not call those of my associates who 
were subjected to this slander, or even apprise me of it, I feel some 
obligation to answer for them even though the Price Fixing Commis- 
sion was not a part of the War Industries Board and the Chairman of 
it is dead, weighted with honors for public service. Mr. Flynn, in 
preparing his ex parte attack, did not take the trouble to give its objects 
an opportunity to state their case and neither did your Committee. 

In the first place, the assertion that government bargaining and 
buying reduced the price of steel, overlooks the fact that all prices 
paid by government were, by Presidential order, made available to 
both our civilian population and our Allies. In other words, conces- 
sions by negotiations were, of themselves, price control by the Board. 
As I said in my testimony, if we had been negotiating or even com- 
mandeering for the government alone, we could have secured lower 
prices. We must remember that prices were fixed for short periods of 
only three months. Criticism and suggestions were continually asked 
for in order to make the proper changes. If there had been objections, 
corrections could have been made. We heard no objections. 

There never was claimed perfection of accomplishment, but I do 
claim for my associates absolute honesty and unceasing effort under 
seemingly impossible conditions. Because of the difficulties which we 
encountered, I have strongly urged these many years that certain modi- 
fications and changes be made in the event of another conflict. 

But all of this is beside the point of any false assertion that steel 
was in a declining market. 
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The current records or price trends, unfilled orders and other ordi- 
nary criteria cannot be considered apart from the facts of that difficult 
period. Steel was a shortage item to the extent of no other major com- 
modity. The price of steel was not controlled by fixation of price alone. 
It was controlled by the forced cessation of all building construction in 
this country except for war essentials, by a limitation on manufacture 
of pleasure automobiles and even by taking the steel stays out of 
women’s corsets, schemes to do away with the use of new steel for 
automobile license plates, and many other devices. 

Before we ever entered the war, (when Mr. Flynn’s argument about 
amortization of plants by price had no bearing), the price of steel had 
gone to fantastic figures. After our immense demands and the con- 
stantly increasing requirements of the Allies came in, there is no way 
of imagining how far into fantasy steel prices would have gone, if it 
had not been for the War Industries Board control of not only price but 
also of both supply and demand. 

Production fell off in 1918 due to congestion of transportation and 
power. We had to replace to the Allies the steel components of all our 
vast purchases abroad. To replace enormous submarine sinkings, we 
had engaged on a new steel ship-building program unequalled in the 
world’s history. President Wilson’s bold plan of a mine barrage in 
the North Sea required great additional quantities of steel. 

General Pershing was rebuilding the southern ports of France 
and installing a new railroad system across the whole of France to 
the American front. Drum fire and the vast American increase in the 
rate of expenditure of projectiles were creating new and unexpected 
demands. The need for war steel alone was fully as great as our total 
production. If all this demand had descended without War Industries 
Board control, it is silly to say that in such a shortage, there would 
have been a declining market. If Mr. Flynn had known all these facts, 
he would never have made that statement. 

In the light of all this, the performance of these men in dragging 
a 285% price inflation down to 253% was one of the outstanding per- 
formances of the war. 

The record also bears the following: 


“‘In Mr. Bernard M. Baruch’s set up of controls to deal with 
various commodities, unfortunately, the men who were called 
into control the various industries were, to a very large extent, 
the men who were interested in the industry and therefore they 
had a very benevolent and hospitable attitude of mind toward the 
prices which that industry was asking.’’ 


Tf we translate ourselves back to the confusion of the early war 
days, and the titanic effort that was being attempted, we can under- 
stand how there might have been in the beginning a few cases of men 
having an interest in what they were administering. That was long 
before my Chairmanship of the War Industries Board. In the mean- 


127 


time, searching effort was made to weed out any reason whatever for 
the insinuation of the quoted paragraph. 

With a few temporary exceptions, fully disclosed, no man in a 
War Industries Board control had any interest in any industry over 
which he presided. 

Price-fixing was not in the War Industries Board but as to other 
controls, a searching inquiry by special agents of an inimical ad- 
ministration failed to reveal a single case of the kind cited, or to show 
any case of dereliction of duty by a War Industries Board official. The 
Committee must not overlook that this applies to hundreds of men, to 
thousands of instances, and to a period of furious activity. 

Some very loose statements were made by Mr. Flynn about price 
control. I had nothing to do with coal and sugar, but Mr. Flynn inti- 
mates that an imposed price control on wool was useless. The fact 
is that, due to the shortage, the government bought and allocated all 
imports and the whole wool clip. He speaks of price control of cotton 
goods for ‘‘many many months’’. The fact is that effective price con- 
trol in this industry was never had. 

There is another point to which attention should be drawn. This 
is all hindsight criticism. The fog of a sudden and stupendous war 
was over this country. We had no experience with industrial control. 
Everything was improvised. It is easy enough in broad daylight to 
follow the footsteps of a man groping in the dark with veritable goblins 
on every side and then to rant because he followed no straight line to 
a certain goal. But I think I would prefer that man’s advice as to what 
to do when night falls again, to the judgment of one who only came 
afterward in broad daylight and criticized his path. 

Others have spoken with authority on America’s contribution. 
Field Marshall von Hindenburg in his retrospect of the World War had 
to say of its efforts in 1918, 


‘‘Her brilliant, if pitiless, war industry had entered the serv- 
ice of patriotism and had not failed it. Under the compulsion 
of military necessity a ruthless autocracy was at work and 
rightly, even in this land at the portals of which the Statute of 
Liberty flashes its blinding light across the seas. They under- 
stood war.’’ 


And M. Georges Clemenceau said in 1922, 


‘“We in Europe, when we lacked steel or high explosives, had 
only her to turn to. She (the United States) however, was 
obliged to find everything within herself, to meet her own re- 
quirements and satisfy the demands of her Allies. * * * The 
United States declared war in April, 1917. It was only in March, 
1918, that their mdustrial mobilization found tts final form. 
Hven in the land of quick decisions, the routine of peace days 
struggled hard to live. But the High Command of Industry was 
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created. It was a splendid company of men who at the call of 
their country had come from all parts of the United States. 
It had no congressional birth certificate; a mere decision of the 
President, and in a few weeks resources were perfectly adapted 
to needs, the whole coordinated by the War Industries Board, 
which was supreme in all matters of production, priority, and 
distribution. * * * But, leader of fighting France, I have a duty 
to fulfill. It is to recall here what in those immortal days the 
United States did for my country. * * * Meanwhile, here are 
some eloquent figures. In eighteen months, the United States 
sent us five million tons of food supplies and five million tons of 
war material. The steel they sent us represented the raw mate- 
rial for a hundred and sixty million ‘‘75’’ shells. The food- 
stuffs they sent us fed twelve million Frenchmen for a year and 
a half. If this help had not been forthcoming, our army could 
not have held, the army of the United States could not have 
fought. * * * We Frenchmen remember with gratitude the 
organizers of the industrial victory, who made military victory 
possible. They have modestly gone back to their offices and 
factories, with the sole reward of duty well done.’’ 


There were also a good many misconceptions in the questions asked 
me. Mr. Hiss (the committee counsel) tried to make the point that 
we had to raise farm prices in an effort to double our production and 
that many special steels and other such products would not take the 
peace-time price—all in an effort to show that any price ceiling would 
have so many exceptions as to vitiate it. 


We did not raise farm prices above the goal of their trend. We 
held them down. Mr. Hoover is himself authority for the statement 
that, but for the ceiling of $2.25, the price of wheat would have gone to 
$5.00 or even $10.00 a bushel. 

The price of special steels is a function of the price of their ingredi- 
ents. With that controlled there will be very little dislocation there. 
It is not true, as Mr. Hiss suggests, that the whole $4,000,000,000 Ord- 
nance program would have had to be excepted from any ceiling. 

The beauty of the price ceiling is that adjustment upward of 
depressed segments where increased production is required is a matter 
of calculating ratios and not of intricate studies. Also, with a ceiling 
put over even a dislocated structure, segments that are too high or 
too low can be adjusted downward or upward in the same manner. 
In neither case is there necessarily a question of computing costs. 

You ask me to comment on Senator Clark’s statement which was 
inserted in the record without being shown to me. It begins: 


‘“‘Don’t we have a clear story here, first of a group getting 
together before the war to advertise price fixing as a satisfac- 
tory solution of everything: 20 
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Certainly not. No group got together before the War to adver- 
tise price fixing as satisfactory. Nobody had any very clear idea 
about anything at that time. Before the War, I went in on the copper 
and steel situations because I thought the prices were unconscionable 
for the Government and I wanted to break down the continuity of 
high prices. After we entered the war, may I emphasize that if 
we had gone in on eminent domain and condemned the copper, we 
could have gotten it, but the courts would have made us pay the 
market price. May I also observe that, under the Flynn plan, without 
a price ceiling, when you seize any supply of a commodity, the courts 
will award the owner the market price. 

The suggestion that in these copper negotiations of mine, I was 
influenced by some tie-in with producers has already been taken care 
of by my opening statement. 


The government was fumbling and as Senator Clark says it fum- 
bled for several months because there were no lights to guide. But 
I think that, at that, the record will show that it fumbled less and 
found itself more quickly than any other government in the war. 

As I said before, I have no brief for the copper industry. I think 
that during both the war and the 1928-29 boom, its policy of high price 
simply financed the foreign competition that has nearly ruined it. Nor 
do I condone all of its acts during the War. But, without analyzing 
them, or without hearing the reasons for the acts of the Department 
of the Treasury, I would not pass judgment upon their tax matters— 
especially when those matters have been reviewed by courts, which 
is an inalienable right of every tax payer. Bad errors may have been 
made but this sort of hindsight criticism seems to me to invite Gen- 
eral Dawes back with his comment before the Graham Committee— 
‘‘Hell’n Maria, we won the War’’—and here we assume for the 
moment, that a war can actually be won. 

There was some debate as to whether the ‘‘work or fight’’ order 
is not the same as a draft of labor. I cannot take seriously the sug- 
gestion that it is the same. The draft of labor says—‘B must work 
for A in his plant at X for N dollars a month’’. The ‘‘work or fight’’ 
order says: ‘‘Work where and for whom you please, at such wages 
as you are willing to accept, but you can’t evade the draft to arms 
if you remain idle or insist on remaining in any work found by the 
government not to be essential for the winning of the war.”’ 

It was suggested that our whole war control by commandeering 
was just a threatening gesture, impracticable of use. Passing the 
observation that, if it is, the Flynn plan is futile, may I add that com- 
mandeering was by no means our only weapon. Public opinion was 
our real weapon. If you haven’t got it, a democracy can’t fight a 
war. If you have got it, you need little else. 

But we did have much more than that. We had the allocation of 
priority based on transportation control authorized by statute. That 
alone was enough. That could have choked to death and ruined any 
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corporation, and, except for fines, that is the only effective penal 
sentence you can apply to an artificial person. It is plenty. 

But our failure to commendeer, was not because we could not, nor 
because it would have been difficult. It was because we did not have 
to do so. The threat was enough. Now, in the light of our experience 
and study, the practice would be easy. We would take the plant— 
by force, if necessary. We would use the existing officials if they 
behaved themselves patriotically. If not, we would install others from 
that company or from other companies. No man could live among 
his neighbors if he sabotaged the war unless it was an unpopular war 
—and democracies cannot wage unpopular wars. 

The fact that our war powers were not effective for months on 
prices and other things, writes no warning for the future. We did 
not know how to use war powers. I will say that they did not begin 
to be really effective till after March 4, 1918, because, before that time, 
no one agency had authority over the whole industrial show. 

We know how to use war powers now, and if we don’t get off into 
some new paralyzing experiment, we can make things jump from the 
first day of war. 

I am not against a constitutional amendment, if you cannot do 
these things without it. It might be a counsel of caution to get one but 
my fear is this: you can put a law on the Statute books now—in a year 
from now, maybe not. I have planned and worked and fought for it for 
sixteen years. I want to see it passed. If we start the long process of 
constitutional amendment, the whole project may fail. Get your law. 
Then, if, in an excess of caution, you want an amendment, go after that. 


T’ll help you on a law going as far as, in conscience, I can go with 
you, but I don’t believe in amending the Constitution unless it is abso- 
lutely necessary, and I don’t think it is necessary in this case. *** In 
closing, let me say that while all these projects to make us effective in 
war are important, keeping us out of war is our chiefest concern. 


In the present precarious status of world peace, I believe that it 
is essential for this government to define clearly our neutrality; to 
declare our policy on the export of munitions; to establish contraband; 
to explain the limitation on travel and trading rights which we may 
wish to impose upon our nationals; to treat thoroughly the whole ques- 
tion of shipping, exports, imports and related subjects. 

And, let me repeat that I am willing to take part, with all my might, 
in any effort to break down prices in war, but we dare not go so far 
down that road as to stop production. That is an always present 
danger. In all solemnity let me say, there is such a thing as taking 
the profits out of war at the cost of losing the war. We should think 
Peace, talk Peace and act Peace, but if war comes, we should be ready 
to fight it and survive it. Wars are never won, but they can be lost. 
Let us at least avoid self-imposed defeat. 
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Editorial Opinion following appearance before the Nye committee. 
The Congress. 


(Reprinted through the courtesy of 
*“Time’’ April 8, 1985) 


Peace & Personal Matters. 


In 1929 Congressmen treated suc- 
cessful men as heroes. Today, in an 
improved state of national morality, 
the New Deal looks on tycoons with 
much the same disapprobation that 
Nazis look upon Jews. Few are the 
important businessmen who can quit 
a Congressional investigation without 
having their hair singed. Some have 
gone away without their scalps. 
Therefore it was an event when a 
wealthy businessman last week met 
Senators and departed not only with 
all his hair but with a Congressional 
wreath upon it. 

The victor was Bernard Mannes 
Baruch. A minor reason for his vic- 
tory was that he shrewdly took with 
him to Washington the publicity- 
wise ex-secretary of the War Indus- 
tries Board, Herbert Bayard Swope, 
onetime executive editor of the de- 
funct New York World. At head- 
quarters in Washington’s swank Hotel 
Carlton, Mr. Swope was able to help 
entertain the Press after the Senate 
hearings. 

More responsible, however, for the 
Baruch triumph was his double-bar- 
reled opening before the Senate Com- 
mittee on Investigation of the Muni- 
tions Industry. The first barrel he 
aimed at Senator Long, Father Cough- 
lin and others who have cast asper- 
sions on him as a double-dyed Wall 
Streeter. 

‘*As the question of my fitness to 
pass an opinion upon the grave social 
problem of war profits lies in a test 
of my character, and as it is evident 
that a test is to be made of my record 
during the service I gave my country, 
it seems to me the course to follow is 
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to plunge at once into that subject, so 
that you may either put an end to 
the insinuations and innuendoes, the 
existence of which I would be childish 
to deny; or that you find me guilty of 
violation of the trust and confidence 
imposed upon me during that period.’’ 

His second barrel, with a far 
heavier charge, drove home the shot 
of the first: 

‘‘There is no question you can ask 
me as to my fortune that I won’t an- 
swer. I am ready to state exactly 
what I own and what any member 
of my family owns. No matter how 
personal the question may be, I stand 
ready to answer.’’ 

In the committee room of the muni- 
tions investigation, love of peace is 
kept at white heat, but when Mr. 
Baruch made this declaration, the 
noble emotion of Senators, witnesses 
and on lookers alike was momentarily 
superseded by normal human curi- 
osity. Mr. Baruch promptly pro- 
ceeded to satisfy that curiosity. The 
great South Carolina-born speculator 
whom President Wilson made head 
of the War Industries Board had pre- 
pared a letter setting forth his se- 
curity holding and profits during 
the period of the War. 

He presented photostatic copies of 
such of his income tax returns as the 
Bureau of Internal Revenue had not 
destroyed. Deploring that his records 
of nearly 20 years ago were not com- 
plete, he gave a tentative list of his 
Wartime holdings, estimating their 
value: $8,500,000 in bonds, $1,300,- 
000 in the stock of three companies, 
plus cash balances which he could not 
recall. His tax return showed: in- 
come of $2,301,000 and tax of $261,000 
in 1916; income of $617,000 and tax 
of $264,000 in 1917; losses and no 
taxes in 1918 and 1919. 


The drop of nearly 75% in his in- 
come in 1917 and the losses for the 
next two years he attributed to hav- 
ing sold below cost his shares in all 
but three companies and having in- 
vested the proceeds in Liberty Bonds. 
About 75% of his fortune was in- 
vested in Liberty Bonds. His income 
from them was around $200,000. 
Witness Baruch read from his letter: 


‘‘Never from the moment I was 
called to the Government service did 
I have a dollar’s worth of interest 
in any concern manufacturing muni- 
tions of war. ... I divested myself 
of all holdings that even remotely 
touched on my official activities. I 
took this step freely and at heavy 
cost to my fortune. .. From the 
time I entered the service until I left 
in July 1919, I was not a participant 
either directly or indirectly in any 
market transactions.”’ 


One exception he made to this decla- 
ration: his pre-War investment in 
three companies, valued at $1,300,000. 
These companies he listed as 1) Alaska 
Juneau Gold Mining Co. ‘‘which for 
many years had no value’’; 2) Texas 
Gulf Sulphur Co. ‘‘which never pro- 
duced an ounce of sulphur during 
the entire War’’; 3) Atolia (tung- 
sten) Mining Co. The price of tung- 
sten boomed from $10 per short-ton 
unit (20 lb.) to $100 and slumped 
back below $25. Mr. Baruch’s tung- 
sten profits in 1916 amounted to about 
$600,000. He could not sell this stock 
at any price because people were 
afraid that the mine would soon be- 
come exhausted (which it soon did). 
Of his profits from this tungsten mine 
after the declaration of War, Mr. 
Baruch explained: 


*‘T did not resort to the subterfuge 
of a fake transfer. I informed cer- 
tain officials in Washington, including 
the President of the U. S., the Sec- 
retary of War, the Attorney General, 
the Secretary of the Interior and my 
fellow Board members of this interest 
and also of a plan that I had devised. 
... LT ordered the segregation of every 
dollar that the mine paid me and di- 
rected that all the dividends should 
be paid to various charities. ... I 
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made contributions approximately of 
$400,000 to the Red Cross, Knights 
of Columbus, Y. M. C. A., Y. M. H. A., 
Salvation Army... and also for other 
War purposes. In this period I had 
received Atolia dividends of approxi- 
mately $300,000.”’ 


-Not much was left of the anti-Bar- 
uch insinuations and innuendoes after 
that discharge, and Mr. Baruch pro- 
ceeded to draw the attention of the 
committee back to its noble purpose, 
love of peace. With friendly can- 
dor and much play of facial expres- 
sion he advocated that 1) to pre- 
serve U. S. neutrality in future wars 
U. S. citizens and goods should be 
denied protection in war zones, 2) 
all prices should be frozen the day 
that the U. S. declares war, 3) a pay- 
as-you-fight tax program should be 
developed, 4) the Government has a 
better war-time right to confiscate 
property than draft men, 5) no more 
tax-exempt bonds should be issued. 


But while he urged heavy taxation 
of Wartime profits, Mr. Baruch warn- 


ed: ‘‘In eliminating profits we must 
not eliminate munitions. We must 
not stop production. There is 


such a thing as taking the profits out 
of war at the cost of losing the 
Waris ane 


At Mr. Baruch’s succeeding appear- 
ances the committeemen greeted him 
with deferential smiles. What was 
more, Senator Byrnes of Mr. Baruch’s 
own South Carolina appeared to tell 
the Committee two things that Mr. 
Baruch would not tell. The first: 
When the U. 8. entered the war it be- 
came highly necessary to send a com- 
mission abroad to co-ordinate Allied 
industrial policies with those of the 
U. S.; there were no funds available 
to finance the mission; Mr. Baruch 
paid its expenses, some $85,000, from 
his own pocket and later declined to 
be reimbursed. The second: When 
the War Industries Board disbanded, 
its hundreds of girl clerks gathered 
during the War from all over the 
U. S. were left in Washington with- 
out jobs; Mr. Baruch, again out of his 
own pocket, provided them with ex- 
penses home. 


For a Senator to appear before a 
committee to laud a tycoon-witness 
was sufficiently impressive. For a 
group of inquisitors virtually to apol- 
ogize for ever having thought any- 
thing ill of a tycoon-witness was even 
rarer. When Senator Byrnes finished 
speaking, Senator Nye, who chair- 
mans the Munitions Committee, 
hastily interposed : 


‘*T hope, Senator Byrnes, you have 
not been under the impression that 
the Committee was the party that was 
critical of Mr. Baruch’s Wartime rec- 
ord. 


(Omaha World-Herald) 


Baruch 


There is a popular impression that 
‘‘vou can’t convict a million dollars.”’ 
Quite as prevalent is the impression 
that you can’t expect a million dol- 
lars to be decent, unselfish and pat- 
riotic, especially if its habitat happens 
to be Wall street. 

It is this impression, apparently, 
which has been chiefly responsible 
for the super-radical demagoguery 
which has cast Bernard M. Baruch in 
the role of chief devil of the money 
power. He is a rich man. He is in 
Wall street. He has a talent for 
analysis of economic theory and prac- 
tice. He has been the confidant and 
adviser of several presidents on econ- 
omic matters. He served President 
Wilson as chairman of the war indus- 
tries board. Fundamentally, his econ- 
omic credo is orthodox, although Wall 
street has had occasion at times to 
suspect him of heresy to its own nar- 
rower faith. He is one of the few 
persons in that citadel of wealth who 
have recognized that there is an agri- 
cultural problem and have shown 
sympathy toward the effort to find a 
solution for it. 

But he is in Wall street, he has 
been active in the upper stratum of 
politics. Therefore he is a handy 
whipping boy for the Longs and 
Coughlins. According to their view, 
when he advises a president it is with 
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a greedy self-interest. When he 
served the government it was to line 
his own pocket first. 


Ordinarily Mr. Baruch would have 
been content to let his personal con- 
duct remain subject to the approval 
of his conscience only. But these at- 
tacks have led him into disclosures 
which would probably never have been 


‘made had he not been singled out for 


personal abuse. They show him a very 
high-minded, unselfish gentleman, 
with a keen sense of personal respon- 
sibility and obligation. 


Instead of profiting, as has been 
charged, from his position as chair- 
man of the war industries board, he 
took a huge personal loss. When he 
was called to that post he disposed 
of all property interests through 
which he might derive a selfish advan- 
tage, put the bulk of his fortune into 
Liberty bonds, took a reduction in in- 
come from $2,300,000 in 1916 to one 
of about 200 thousand dollars, and 
devoted his energies and talent to 
helping win the war. 


It is not necessary to represent this 
as a sacrifice. We suspect that Mr. 
Baruch derived much greater satis- 
faction from serving his country than 
he would have derived from accumu- 
lating the additional millions he might 
have made from engaging in profit- 
able financial and industrial activities. 
It is decidedly pertinent, however, 
that this displays a keen and delicate 
sense of honor, a sense which would 
leave little to be desired of American 
politics if all persons who are placed 
in positions of political trust were to 
observe it. 


Not the least of the admirable 
things about this is that it was done 
with no fanfare of trumpets. It was 
done merely as a matter of course 
and would have remained the secret 
of the doer had he not been stung by 
the unjust attacks against him into 
confessing it. By contrast with the 
conduct of some others, it takes on to- 
day the appearance of the conduct of 
a Bayard. What a contrast it is with 
Mr. Grace’s great war bonuses. And, 
for that matter, what a contrast with 


the more recent silver operations of 
Mr. Baruch’s chief accuser. 

The least, we think, that Father 
Coughlin might do would be to make 
Mr. Baruch a profound apology. 


(Baltimore Evening Sun) 


Here’s One Cheer 


Bernard M. Baruch has been on the 
witness stand before the Senate Muni- 
tions Committee. He produced his 
books and papers. He answered the 
committee’s questions. He invited it 
to ask more questions. He volunteered 
to answer any question about his per- 
sonal finances that the committee 
eould think up and did. He produced 
evidence that when we entered the 
war he sold his war stocks and bought 
Liberty bonds, except for one mine 
stock, which he couldn’t sell; but all 
the profits from that stock he gave 
to the Red Cross. In brief, he pre- 
sented evidence that, instead of being 
a war profiteer, he actually lost money 
after we entered the war. 

If the thing had gone the other 
way ; if it had been shown that Baruch 
cleaned up on steel stocks, munitions 
stocks and army contracts; if a lot of 
shady-looking transfers and family 
corporations had come to light, and if 
Barney had sullenly defended the 
making of profits out of war, there 
would have been loud cheers and the 
investigating committee would have 
been in high favor. It would have 
been said that the investigation was 
helping to protect the country. 


Well, why shouldn’t there be at 
least some mild applause over the dis- 
covery that Bernard Baruch, although 
rich, is a pretty decent fellow? Sure- 
ly it is not without significance when 
legal evidence is produced that one 
wealthy man called into public service 
during the war did not seize the op- 
portunity to grab a lot more cash; 
yet the enthusiasm produced by the 
discovery is all but imperceptible. Is 
it actually a disappointment to Amer- 
icans when a millionaire turns out to 
be relatively honest? 
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(Charleston (S. C.) News §& Observer) 


Mr. Baruch Answers 


Nothing is safer as a pastime for 
irresponsible politicians and writers 
than to spew slanders about their bet- 
ters, and Bernard Baruch has been 
one of their favorite targets. 


Until now Mr. Baruch has been 
silent but the moment having arrived 
when it was expedient to notice 
slanders in order that the weight of 
the advice from him solicited by his 
government should not be diminished 
he explains that when President Wil- 
son summoned him to be the head of 
the industries board during the World 
War he sold, at heavy loss, any and 
all possessions that might be affected 
by his activities for the government. 
That was like him; that was in char- 
acter with the man we take him to be, 
for it was the intelligent thing to do 
and he is a man of great intelligence 
as well as an honest gentleman. - 

The last eighteen years Mr. Baruch 
has devoted himself to public service, 
asking for no office, no favor, and, 
contrary to the idle tales, he has never 
pushed himself upon a president or 
administration. 

To be sure, he has wealth. He in- 
herited property from his illustrious 
father, Dr. Simon Baruch, but more 
than property he was an heir to much 
of his father’s intellectual endowment. 

What small men really envy in Mr. 
Baruch is not his wealth but the 
ability that he had to gain it. While 
not all wealth, or fame, or other value, 
is won honestly, generally the owner- 
ship of material goods is the evidence 
of the possession of brains. The 
creatures who asperse Mr. Baruch 
lack the capacity to understand that 
a brilliant man may amass wealth 
without being enamored of it or allow- 
ing it to be his master. 

A few of us know something of Mr. 
Baruch’s abiding affection for South 
Carolina, his native state. When the 
““bank holiday’’ was declared, when 
every bank in the state was closed and 
a few days no one could say that any 
would re-open, Bernard M. Baruch let 


it be known to a friend that he was 
prepared to provide the capital for a 
bank in South Carolina so that his 
people would not be wholly without 
facilities for business. The emer- 
gency passed, it was not necessary for 
him to do this, but he was thinking 
about South Carolina. This we write 
without his knowledge, but we know 
whereof we speak. 


The attacks.on Bernard Baruch 
have been groundless, and even as at- 
tacks on public men are considered 
.. have been unusually contempt- 
ible. 


(Boston Transcript) 


Baruch Answers to Demagogues 


Bernard M. Baruch earned the 
thanks of all decent citizens by the 
manner in which he met the ‘‘insinu- 
ations and innuendoes’’ that have 
been cast upon his reputation by 
Senator Long, Father Coughlin and 
men of their kind. Mr. Baruch an- 
swered aspersions and calumny with 
a statement of fact that reveals him 
as one who was willing to make great 
sacrifice in material things in order 
that his service to this country in its 
hour of need might be affected by no 
personal interest and open to no 
charge of selfish motive. The state- 
ment he made to the Senate committee 
investigating the munitions industry, 
and the accompanying documents, 
contained figures that revealed the 
course he followed. The story behind 
them was an inspiring reminder that 
wealth and patriotism may go hand 
in hand, a fact which the demagogues 
of the hour are doing their best to 
obscure. 

Mr. Baruch told the committee of 
the manner in which, before taking 
office as chairman of the War Indus- 
tries Board, he undertook to dispose 
of all the securities he owned which 
might be affected by war-time condi- 
tions. He did dispose of them all with 
one exception. That was the stock in 
a tungsten company for which he 
could not find a purchaser. This sit- 
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uation he met by segregating the in- 
come and using it as contributions to 
various agencies of mercy to alleviate 
the horrors of war. In this fashion, 
at great financial cost to himself, Mr. 
Baruch entered upon the public ser- 
vice which he performed with such 
signal success, and which was recalled 
when President Roosevelt turned to 
him in the present hour of doubt and 
uncertainty to act as chairman of a 
special committee to study legislation 
for the control of war profits. 

The appearance of Mr. Baruch be- 
fore the Senate committee is an ex- 
ample which other men similarly at- 
tacked might follow. The time comes 
when the policy of treating the 
diatribes of demagogues with silent 
contempt is properly to be abandoned. 
Mr. Baruch rose to the occasion. He 
made answer that was convincing. In 
so doing, it is not too much to say, he 
performed another public service. 


(Pittsburgh Post-Gazette: 
Friday, December 21, 1934) 


Munitions Investigators Owe 
Explanation or Apology 


It was about time for somebody to 
eall a halt on certain United States 
senators who seem to delight in at- 
tempts to attack or slur prominent 
individuals by inference and innu- 
endo. Bernard M. Baruch, former 
chairman of the War Industries 
Board, did it in complete and con- 
vineing fashion when the Nye com- 
mittee investigating the munitions in- 
dustry tried to pick on him. 

The Senate probers made no effort 
to conceal their annoyance when 
President Roosevelt last week ap- 
pointed a commission to outline a 
plan to take profits out of war and 
asked Mr. Baruch to head it. They 
were apparently afraid that he and 
his associates would share the spot- 
light with them. 

Consequently, it seemed to be more 
than mere coincidence that the com- 
mittee should announce a few days 
later that Mr. Baruch’s income tax 


returns for 1918 and. 1919 had been 
destroyed by the Bureau of Internal 
Revenue, while his return for 1917 
is still in the files. 


Mr. Baruch promptly declared: ‘‘I 
bitterly resent the unfairness of this 
method and its deliberate imputa- 
tion.’’ As he very properly points 
out, he does not and could not know 
anything about the revenue bureau’s 
handling of his income tax records. 
He offers to show the Senate com- 
mittee the copies of returns kept in 
his personal files. Furthermore he 
gives details of his financial affairs 
during his war service in the Wilson 
administration which meets the most 
exacting standards, including the con- 
version of virtually all of his hold- 
ings into Liberty bonds. 


Mr. Baruch’s public service and 
standing are such as to command the 
widest public approbation of his re- 
cent appointment by the President. 
The Senate committee has damaged 
itself, not him, by its latest ‘‘stra- 
tegy.’’ 


(Newark Evening News) 


Courage and Humanity 


Senator Byrnes’s disclosure of war- 
time incidents that shed a light on 
Bernard M. Baruch’s disinterested 
generosity in the service of the gov- 
ernment is one of the interludes by 
which government makes itself re- 
spected. Precedent may have been 
broken by a senator taking the wit- 
ness stand to pay deserved tribute to 
a witness before an investigating 
committee, but Mr. Baruch had 
earned it by his modest demeanor, his 
dignified restraint in the face of 
unjust attack and his frank and lucid 
testimony about his own financial 
transactions and governmental activi- 
ties affecting war. 

The senator from South Carolina 
drew a contrast between men who 
‘‘may have used the power given them 
to accumulate wealth’’ and a man 
who ‘‘was using his wealth to serve 
his government.’’ While Mr. Baruch 
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would never mention the generous 
deeds cited by Senator Byrnes, he 
has laid bare the record of his own 
effort to arrange his personal affairs, 
at a considerable financial loss, so 
that his government activities might 
be high above suspicion. 


Mr. Baruch’s suggestions for keep- 
ing the United States out of war have 
the same high-mindedness as his past 
actions. They would demand the 
restraint and self-sacrifice he imposed 
upon himself. Great difficulties loom 
unless the nation can educate and dis- 
cipline itself and face with his cour- 
age the menace to civilization in 
another outbreak of war. It has been 
disclosed that the navy is opposed to 
some of the self-denials Mr. Baruch 
advocates. The self-styled 100 per 
cent Americans will be no more will- 
ing to give up any neutral right. 
Opposition to his fundamental thesis 
of taking the profits out of war is cer- 
tain to be powerful. The idea of dis- 
abling ourselves to prevent war or to 
restrict its calamitous results will -be 
strongly resisted. 

Yet the very fact that Mr. Baruch 
has looked far ahead and, out of his 
wide knowledge and experience, has 
presented ideals as the soundest prac- 
ticalities makes it the part of good 
judgment to weigh his suggestions 
attentively. War cannot be made 
profitable. Shall we prepare ourselves 
to take losses to prevent it or shall 
we let it come and suffer infinitely 
greater losses? For the right answer 
we need Mr. Baruch’s courage and 
humanity. 


Merryle Stanley Rukeyser — 
in the New York American 


Fault Finding 


I doff my hat to Bernard Mannes 
Baruch for his courage in demanding 
a ‘‘character trial’’ before the Senate 
Munitions Committee. 

In the face of slanderous innuendo 
by character assassins in Congress 
and out, Mr. Baruch is ready to stand 
on his record like a man. 


If more men of affairs would show 
Mr. Baruch’s backbone, the people 
would applaud them. 

And in fairness to our business 
leaders, it should be made clear that 
their timidity does not necessarily 
reflect a guilty conscience. Their atti- 
tude is rather that shown by a man 
who refused to engage in battle with 
an unscrupulous lawyer on the stated 
ground that ‘‘I do not want to engage 
in a smelling contest with a skunk.’’ 


*e eK H 


Those who had business experience 
with Mr. Baruch admired his integ- 
rity. This remark about him is 
attributed to the late Thomas Fortune 
Ryan: 

‘“When I get into a tight spot, I 
can always count on Baruch.’’ 


(Brooklyn Times-Union) 


By Myron H. Bent 


Washington April 3.—Bernard M. 
Baruch, the financier and chairman 
of the War Industries Board in the 
World War, has just concluded a tri- 
umphant three-day appearance before 
the Senate committee investigating 
munitions and conducted by Senator 
Nye, of North Dakota. We have seen 
many investigations in Washington in 
the past four years, as it has become 
a mania, and many prominent wit- 
nesses have made their appearances, 
but no one has scored such a victory 
as the gray-haired confidant of sev- 
eral Presidents. It was a complete 
knockout for his critics, who have 
been after his scalp, and more par- 
ticularly for those who have pictured 
him with horns and a forked tail, as 
everything that was evil in big busi- 
ness and high finance. 

He completely disarmed criticism 
by his bold offer to make a complete 
statement of his private affairs and 
a willingness to answer all questions 
relating to the same. The committee 
was stunned and could hardly believe 
their ears. They had expected him to 
defy them on that score. Then he 
went on to relate that he had divested 
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himself of every business interest even 
only remotely related to the manufac- 
ture of munitions and war supplies 
when he assumed office. He did so at 
great personal sacrifice, which 
amounted to several millions of 
dollars. 


For Economy in War 


Mr. Baruch was called as a witness 
to give his opinion on how to conduct 
a war without huge profits to a few, 
on how to take profits out of war. He 
was thoroughly in favor of drastic 
and heavy taxation that would accom- 
plish this result, but warned against 
going too far so that it would curtail 
production, reminding the committee 
that the winning of a war was the 
first object. One object is to conduct 
the next war so that it will be paid 
for when it is finished, win or lose. 
It is believed that this course will 
make war less liked, if it is realized 
that there will be little chance to cash 
in on it. 

Mr. Baruch was a splendid witness 
for the committee and gave its mem- 
bers much information upon which to 
base its report. 

It has long been the fashion for 
demagogues to picture all rich men 
as dishonest and crooked and all poor 
men as virtuous and honest. There 
never was a more ridiculous or absurd 
contention, but it is the common stock 
in trade of political charlatans. Wise 
honest and truthful men are found 
in both ranks. 

Mr. Baruch is to be congratulated 
upon his highly successful appear- 
anee. He convinced everybody that 
he had nothing to conceal. 


(Dayton News) 


Baruch the Devil Man 


With most persons everything in 
the world seems personal. Evil is an 
impersonal thing; we personify it by 
calling it devil. We can’t get along 
without a devil, not even in politics. 
Certain of our present popular agita- 


tors have had as the main object of 
their attack ‘‘ Wall Street.’’ But Wall 
Street is an impersonal thing. To 
make it vivid enough to be hated 
really hard, they have personified 
Wall Street, picking on Bernard 
Baruch for the goat, making a 
‘“devil’’ of him. To hear Huey Long, 
Mr. Baruch has more horns than a 
cactus, more hoofs than a centipede. 

And who is ‘‘Barney Baruch’’? 
The son of a surgeon who graduated 
from the College of the City of New 
York in 1889, married Annie Griffen, 
became a member of the _ stock 
exchange where he operated with 
great success, was chairman of the 
war industries board during the war, 
served with such distinction as an 
adviser to the American peace com- 
mission that he was decorated by his 
own and foreign governments, helped 
support the Williams College insti- 
tute of politics, has written books and 
pamphlets on economic subjects, has 
shown public spirit in a thousand 
ways, has never been _ seriously 
charged with improper conduct of 
any kind. 

Yet here he comes, on the wings 
of radio, decorated by bitter tongues 
with hoofs and horns. 

This is the Baruch who comes 
before the senate munitions commit- 
tee with the most drastic and work- 
able of all proposals for ‘‘taking the 
profit out of war,’’ such a proposal 
as no man with soul sold to ‘‘ Wall 
Street’’ could make. And in this con- 
nection he lays before the committee 
the record of his private affairs, show- 
ing how he lost money, letting a large 
income before the war shrink to no 
income at all during the war, in order 
to serve his country freely and disin- 
terestedly while the war was on. He 
laid bare his financial life and asked 
the committee either to clear him of 
the charges which had laid on him 
the sins of all Wall Street or else 
prove his guilt. 

Men of great skill in business and 
finance have too much ground to rea- 
son thus with themselves: ‘‘I would 
be glad to put my skill to the service 
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of my country. I want little for 
myself. I would be glad to give my 
country the rest. But if I do this, 
what do I get? I am going to be 
described as a devil, no matter how 
virtuously I act. If I am to be 
accounted a devil, I might as well be 
a devil and reap the devil’s reward.’’ 
And so men our public service 
greatly needs are driven away from 
the public service. So much our deyvil- 
making habit does to the discom- 
fiture of our too suspicious selves. 


(New York Daily News) 


Tax the Profit Out of War 


The most refreshing contribution to 
the ‘‘take the profit out of war’’ 
debate that we’ve yet heard was 
chipped in a few days ago by Bernard 
M. Baruch. 

Baruch was chairman of the War 
Industries Board during our late 
lamented pilgrimage to France under 
the banner of Woodrow Wilson. Ever 
since then, Baruch has been a punch- 
ing bag for demagogues who like to 
whip up popular excitement against 
munitions makers and Big Navy peo- 
ple and get in a dig at the Jews at 
the same time. The favorite gossip 
of these demagogues has been that 
Baruch used his inside wartime 
knowledge to pump up his personal 
fortunes. 

When Baruch was called before the 
Nye munitions committee a few days 
ago to tell how he thought the profit 
should be taken out of war, he started 
off by saying in effect: ‘‘Now, gentle- 
men, since my character is continu- 
ally called in question in discussions 
like this, I’ll just tell you about my 
character.’ He then handed Senator 
Nye a long letter describing the 
Baruch financial operations during 
the war, along with income tax 
returns and other provable personal 
data for 1916-19 inclusive. 

These operations turned out to have 
been all on the downgrade, the losing 


side, from the time Baruch went on 
the War Industries Board. He 
resigned all directorships and sold all 
stocks that might have tainted him 
with any suspicion of making money 
out of his inside knowledge of our 
war affairs. He put most of his money 
in Liberty Bonds, so that in 1918 and 
1919 he had no taxable income at all. 


This slap in his detractors’ faces 
after fifteen years of letting ’em rave 
was good work, we think, on the part 
of Bernard M. Baruch. The demo- 
gogues had better look for another 
punching bag, as it is hard to see how 
sensible people can henceforth take 
the Baruch slams seriously. 


More important than that, Baruch’s 
ideas on how to take the profit out 
of war square with common sense— 
and Baruch and Gen. Johnson were 
chosen by the President some time 
ago to keep this delicate and danger- 
ous job out of the dangerous hands 
of pacifists like Senator Nye. 

Baruch doesn’t fall for the soft- 
headed proposal to nationalize the 
munitions plants. If we should do 
that, we’d merely insure ourselves 
against winning our next war, because 
of the notorious inefficiency and slow- 
ness of Government agencies in 
emergencies. 

The gist of the Baruch plan is that 
private business should be allowed to 
make all the money it can out of 
war, to keep it on its toes for the main 
job of providing the fighting material ; 
but that all but a very slender profit 
should be taxed away again. He 
would also have attempts made at the 
war’s beginning to freeze the price 
structure then existing, the object 
being to ‘‘pay as you fight,’’ instead 
of bonding this generation and the 
next and the next. 

That seems sensible and workable 
to us, in contrast to the wild nation- 
alization and non-resistance and un- 
preparedness schemes of the pacifists, 
and we’re increasingly thankful that 
the task of taking the profit out of 
war is in Baruch’s and Johnson’s 
hands. 
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(Portland Oregonian) 


Of Spiritual Illiterates 


Never yet was there a really com- 
petent demagogue who did not traffic 
in defamation as handily as a fish- 
monger would shuck an oyster. It is 
the most convenient commodity of 
those windy mullahs who appeal to 
the lunatic fringe. And the present 
is a real field day for the demagogues. 

The wagging tongues of dema- 
gogues, chiefly those of Father 
Coughlin and Huey Long, made it 
seem necessary to Bernard M. Baruch 
that he defend his reputation and 
maintain his patriotism before the 
senate munitions committee, ere he 
gives himself again and without fee 
to the service of his country. The 
spectacle thus afforded, of an unselfish 
patriot driven to such lengths by irre- 
sponsible malice, is no discredit to 
Mr. Baruch, but it shames a nation 
that will tolerate the occasion for this. 

It had been insinuated, Mr. Baruch 
informed the senators, that in his 
chairmanship of the world war indus- 
tries board he had been ‘‘guilty of 
violations of trust and confidence.”’ 
While American youth was dying for 
the national cause, so ran the innu- 
endo, this financier was lining his nest 
with golden feathers as the profit of 
his covert speculations in strife. 
Beware of any man that will, with- 
out evidence, too readily impute dis- 
honor to another. He is drawing the 
picture, perhaps, of his own heart. 
The financier said to the senate com- 
mittee : 

As the question of my fitness to 
pass an opinion on the grave social 
problem of war profits lies in a test 
of my character, and as it is evident 
that a test is to be made of the ques- 
tion of my record during the service 
I gave to my country, it seems the 
course to follow is to plunge at once 
into the subject, so that you may 
either put an end to the insinuations 
and innuendoes, the existence of 
which I would be childish to deny— 
or that you find me guilty of the trust 
and confidence imposed upon me dur- 
ing that period. 


The evidence of his integrity, 
which Mr. Baruch then bared to the 
committee, was candid, factual and 
convineing proof that in the accept- 
ance of the war industries post Mr. 
Baruch anticipated a very large loss 
of personal income, and that this loss 
occurred; and, further, that before 
acceptance of the trust he disposed of 
all investments and severed all busi- 
ness relationships that might even 
remotely be identified with profits of 
war. As for his personal fortune, a 
major proportion of it was invested 
in liberty bonds. 

The evidence is that a gifted, 
extraordinarily competent man of 
affairs, conceiving it alike his priv- 
ilege and his duty to serve his coun- 
try, in that capacity for which train- 
ing and inclination best fitted him, 
very cheerfully accepted an inevitable 
and enormous loss of personal revenue 
aS a necessary condition of this 
employment. But the demagogues 
have pricked him with their envious 
arrows as the Lilliputians discharged 
their small and spiteful bows at 
Gulliver. 

If you are of the lunatic fringe— 
which misfortune heaven spare you— 
you may still sneer at the record of 
Bernard M. Baruch, as something 
searcely half disclosed. This is the 
unhappy effect of the demagogic 
influence. It is conducive—do you 
really think so?—to influencing citi- 
zens of special attainments and dis- 
tinction to serve their country when 
their country needs them. They are 
everywhere acclaimed when they take 
service, and thereafter the service is 
rendered and soon forgotten. Then 
arise the demagogues to sully the page 
for their own purpose. The wonder 
is that any citizen ever is tempted to 
leave the comparative security of his 
own large affairs and court, by unself- 
ish service to America, the rancor of 
the mullahs and the ribaldry of the 
mob. 

Yet we find Mr. Baruch ready 
enough, after having insisted on some- 
thing of vindication, to give of his 
ability again to the United States, and 
cheerfully. He constitutes a lesson to 
his detractors—but, alack, in the read- 
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ing of all such lessons these men are 
spiritually illiterate. 

The senate committee, subsequent 
to Mr. Baruch’s outspoken defense of 
himself, loitered not at all in express- 
ing utmost confidence in him, and 
attesting the unselfish nature of his 
prior association with the government. 
The committee finds Mr. Baruch to be 
and to have been in all things the 
patriot, eager to serve, sacrificial, 
intense of loyalty. Why is no voice 
such as this lifted at the moment of 
demagogic attack? In our America a 
wealthy man, so wronged, must first 
defend himself, with the uncertain 
prospect that later on, if his govern- 
ment should need him, he may find 
official allies. 


(In the Scripps-Howard Newspapers) 


Another Target Needed 


Senator Long and Father Coughlin 
will have to find a new target. Their 
charge that Gen. Hugh Johnson is 
‘‘Baruch’s hired man’’ doesn’t sound 
like a very harsh indictment in light 
of Bernard Baruch’s performance 
before the Senate Munitions Investi- 
gating Committee. 

Mr. Baruch proved to the originally 
hostile committee that he made no 
profits out of the last war, that, to 
the contrary, he sacrificed a portion 
of his fortune to dissociate himself 
from profitable industries during his 
service on the War Industries Board. 

He opened up his income tax rec- 
ords and asked the fault finders to do 
their worst. He offered to answer the 
most personal questions regarding his 
income and his fortune and his con- 
duct as a war-time public servant. 
Neither Senator Long nor any other 
accuser appeared to charge a single 
discreditable act. 

Mr. Baruch told the committee that 
he favored drastic ‘‘pay as you fight’’ 
taxes, and he offered to ‘‘go as far as 
any member of the committee’’ in 
working out a plan to take the profits 
out of war. 

He told the committee that he 
owned seven million dollars worth of 


government bonds, but that he fav- 
ored removing tax exemptions to 
bring about ‘‘a fairer tax system.’’ 
He told the committee that Congress 
should take steps to keep out of future 
wars by redefining American neu- 
trality rights. 

Those who have indulged in go 
much loose talk about Mr. Baruch 
have yet to prove their superior patri- 
otism. 


(St. Louis Post Dispatch) 


Mr. Baruch’s Stewardship 


Bernard M. Baruch has told the 
Senate committee investigating the 
munitions industry how he managed 
his finances as chairman of the War 
Industries Board. His report was 
prompted by remarks on the Senate 
floor and by radio arraigning his fit- 
ness to serve as head of the committee 
appointed by President Roosevelt to 
prepare a plan for taking the profit 
out of war. 

It was shown that when Mr. Baruch 
was called to war-time Government 
service, he divested himself of hold- 
ings that were likely to increase in 
earning power or value. He con- 
verted stock interests into Govern- 
ment securities. He played square. 

The story of Thomas Jefferson is 
familiar: how, when a young man, 
thrifty, industrious, prospering and 
on his way to wealth, he resolved 
never to increase his fortune while in 
the public service. Mr. Baruch, the 
evidence shows, adhered to that 
standard of Jeffersonian deportment. 


(Bridgeport, Conn., Times-Star) 


Whatever recommendations may 
emanate from the Senate Munitions 
Committee respecting wartime profi- 
teering there is today, thanks to Mr. 
Baruch, less confusion in the public 
mind concerning the part finance and 
industry should play, should the 
nation again find itself enmeshed in 
the throes of war. 
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Mr. Baruch not only enlightened 
the country by his forthright state- 
ments in testifying before the com- 
mittee but he greatly heartened his 
countrymen, 

Too long, it seems to us, did he 
remain silent under unjust attacks 
involving his integrity and family 
name. It must have been as thrilling 
to those who have long known him for 
his true worth, as it was depressing 
to his defamers, to read his challeng- 
ing declarations as he voluntarily 
‘‘laid his cards on the table’’ during 
his appearance before the committee 
at the nation’s capital. 

Franklin Delano Roosevelt knew 
his man when he picked Mr. Baruch 
to head a special committee to survey 
the field and prepare for Congres- 
sional adoption and Presidential 
approval, legislation to prevent racke- 
teering in war profits. 


The President knew better than 
anyone else the important part played 
by Mr. Baruch during the presidency 
of Woodrow Wilson. He knew, not 
from gossip or reports, but from inti- 
mate personal knowledge that among 
all of the outstanding Americans of 
those strife-striven days, culminating 
in our participation in the World 
War, no one was held in closer or 
more effectionate esteem or enjoyed to 
the full the confidence of the great 
war President, than Bernard M. 
Baruch. 

Mr. Baruch was a rich man. Yet 
when he was drafted for service as 
chief of the War Industries Board 
by President Wilson, he dispossessed 
himself as stocks and investments 
highly remunerative in character, that 
like Caesar’s wife, the finger of sus- 
picion could not be pointed at him in 
his dealings as a representative of his 
President and his country. 


From the time America was reluc- 
tantly forced to acknowledge that a 
state of war existed between her and 
the central European powers and 
until the Armistice was consummated 
he was, next to Woodrow Wilson, and 
the war lords of the Allies, one of the 
most powerful figures in the war worn 
world. 
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VI. 
Article written for The American Legion Monthly January, 1936 


In 1919 you soldiers and sailors came home to discover that while 
you were fighting for $1.10 a day, the workmen who supplied you with 
shells and shoes had received more than that much an hour, and the 
people who owned the shell and shoe factories were building new man- 
sions from their profits. This was true despite the oft-overlooked fact 
that a more nearly equal distribution of burdens and rewards obtained 
during the World War than in any war the United States has ever 
fought, especially the Revolution concerning which a curbstone opinion 
survives to the effect that practically every one was an unselfish patriot. 

Yet you men were resentful and rightly so. In 1922 your Ameri- 
can Legion at its National Convention suggested legislation calculated 
to provide in peacetime a plan for the mobilization in event of a national 
emergency of military manpower, material resources, capital and labor 
on a basis of equality. Your position was that every person, every dol- 
lar and every thing should participate in the defense of the nation share 
and share alike. 

More than thirteen years have elapsed since you started the ball 
rolling but the legislation we seek is not yet on the books. Not that this 
time has been lost. On the whole, it has been profitably spent in a long 
series of official hearings, discussions, studies and investigations, the 
record of which is of great value. Were war to break upon us tomor- 
row, some man would be designated by the President to mobilize in- 
dustry and put it to work supplying the fighting forces. That man 
could turn to the records of the War Industries Board and to the ex- 
ploratory activity started in 1922, an important part of which was the 
Legion’s work. From this he could piece together a plan of action. 
When Woodrow Wilson happened to select me for the job of mobilizing 
American industry for the World War, there was no record to turn to, 
no precedents to guide, no semblance of a previously thought-out pro- 
gram. Everything had to be extemporized in a time of crisis. The 
result was demoralization in getting industry on a war basis and then 
after the war was over getting it off, the needless expenditure of billions 
of dollars and a great inequality in the distribution of burdens which 
bore hard upon many and made profiteers of others. Not until we were 
nearing the close of hostilities was the machine commencing to work 
towards its goal. 

We learned that modern war is not the impact of afew men. The 
whole nation with its every resource must be thrown against the enemy. 
The welfare of the civilian population must be systematically provided 
for, as well as that of the soldiers. Let us not forget this lesson. 
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Wars are no longer dynastic. They are entirely economic in their 
origin. Such wars are never won. They are only and always lost both 
by the victor and vanquished alike. We can make a start toward pre- 
venting war; toward minimizing the loss of a war on the wmdustrial 
front after the fighting is over on the military front. This can be done 
by, as far as possible, eliminating the profit that war brings and by pay- 
ing as we fight, as far as may be, by increased taxes. But in eluminating 
profits, we must be careful not to eliminate our actual war defenses. 


With the coming of peace, one of my principal aims in life was to 
see that our country should never be caught again as it was in 1917, 
devoid of a plan for industrial preparedness without which all the 
military preparedness plans in the world are not worth the paper they 
are written on. The realization of this goal is still one of my principal 
aims in life, which is my excuse for accepting the courteous invitation 
of your editor to address you. Year after year I have offered my views 
at the public hearings brought about through the zeal of your national 
officers. Year after year I have spent weeks and months in private 
consultation and study seeking the best legislation to bring about the 
end we all desire. 

That we have not entirely succeeded dismays but does not dis- 
hearten me. I hope that it does not dishearten you Legionnaires. I 
say this because last year there were some lively sessions of the Con- 
gressional Committee considering these matters during which I missed 
the old-time vigor of the spokesmen for the Legion who on previous 
occasions have done so much to keep discussion of this broad subject 
within the limits of that which is practicable and workable. I repeat 
that the mere building up of a record, the piling of fact upon fact is use- 
ful. But we should have more than that, more than a mere inert body 
of discussion from which harassed and busy men shall be expected to 
formulate a scheme of action after war is upon us. We should and will 
have a law embodying that plan and arming the President with specific 
authority for its execution the instant war is declared. Such a law will 
not cost a cent and will be more of a protection to this country than a 
standing army of a million men; and I mean that literally. We can have 
this law before the present session of Congress arises from its delibera- 
tions if The American Legion, with its great influence in public affairs, 
will make the issue a prime order of its business. 

There is reason, and a degree of excuse, for past delay. When the 
subject was first broached the nation and the world were war-weary. 
It fled from the contemplation of any subject that had to do with 
preparedness, seeking security in arms limitation agreements and the 
League of Nations. Before the futility of such designs became ap- 
parent, a tremendous inflation of credit, in reality a direct development 
of wartime inflation, brought about a fool’s paradise of fictitious 
prosperity, a prosperity as unsound and unreal as the prosperity of 
wartime induced by wartime wages and values. This collapsed in 1929 
and then followed the lean years of readjustment, culminating in the 
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strenuous measures inaugurated by Mr. Roosevelt in 1933. These 
preoccupations made actual legislation difficult, but fortunately the time 
was used in study. 


The apparent isolation of the United States has always caused us 
to lag behind the rest of the world in the matter of national defense, 
and once every generation, regularly, we have paid a frightful price for 
this neglect. Italy’s African adventure, which may set the world on 
fire, should be the final warning. A state of armed neutrality can 
preserve its neutral character much easier than unarmed neutrality 
can. Who can believe that had we been ready to fight in 1917 we should 
have been subjected to the German insolence that made us fight, ready 
or no? 


What was true in 1917 is true now. With a law that would put 
in automatic operation a mobilization of our vast industrial fighting 
power, what nation would dare attack us? By enacting such a law we 
shall have written for ourselves the best national peace insurance policy 
that any country ever had. 


At no moment since 1914 has America stood in greater need of such 
preparedness. The man who considers and considers but never acts is 
just as badly off as the man who dashes at things without forethought. 
This plan for an equality of service and a united effort in wartime has 
been considered for fourteen years. That is long enough. We know 
what we want in the way of alaw. Now let’s get it. 


But let us get the right thing. Let us get the legislation our ex- 
perience in war and our fourteen years of reflection upon and study of 
that experience tells us is what we require. It is very important that 
you men of the Legion and your officers and leaders should examine 
with care the legislation proposed by the Congressional committee 
which considered this subject last year. As first shaped up, largely 
by gentlemen without adequate experience in the study of this great 
subject, the legislation proposed last year was most faulty. It would 
have left us in a greater state of unpreparedness than ever. Some 
salutary changes have been made in those first proposals, but as the sub- 
ject now stands before the Senate Military Affairs Committee further 
changes are necessary if we are to get what we need. I ask you men 
who wore the uniform in 1917 and 1918 to do your utmost to see that 
these changes shall be made in the light of experience, rather than the 
uncertain lamp of prophesy and theory. 


It has been said that all I propose to do is ‘‘freeze’’ or put a ceiling 
over prices. That is far from an accurate statement. I would freeze 
nothing and make the price ceiling a flexible one. Here, in brief, is just 
what I think should be done, and let me say that I have, in all the record 
of our common service to this cause, found in the Legion’s program 
little that differs from the views that I hold. 
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A modern war effort, with responsibilities and safeguards equally 
distributed, comprises these three things: 


1. Raising and training of fighting manpower. 


2. Equipment and supplying of the same with fighting materials 
and with transportation. 


3. Protection of the civilian population against rising living 
costs due to inflation by holding down prices for materials 
and services in connection with Item 2. Do this and you will 
have made advance provision, when the fighting ceases, for 
the orderly readjustment of the industrial and economic 
pattern to the peace-time norm. 


The three-way object of this program can be attained by simple 
and uncomplicated legislation. 

Concerning the first point, there never has been any controversy. 
Expansion of the uniformed services to a war footing should be done by 
selective draft which the President, without further ado, should be able 
to put in operation upon a declaration of war by Congress. 

It is concerning the industrial and economic phases that differences 
of opinion, and helpful differences, too, have arisen during our fourteen 
years of study, but these have been ironed out. Some confusion was 
occasioned at first by the popular slogan to ‘‘draft’’ labor and capital 
in addition to men. Such an attempt would meet the fate of all such 
experiments so far attempted. Time of war and threatened national 
destruction, when the fate of the armies and the people, as at no other 
time, depends on the effective operation at high-speed pressure, of our 
industrial system, is not the moment to select to switch to a new and 
wholly experimental system never adopted at any time in the world’s 
history in peace or war without an immediate result of collapse, espe- 
cially when not necessary and the desired results can be accomplished 
by known and proved action. 

Money and the rates for its use can be controlled and limited to 
those uses approved of by the government. 

I am opposed to the drafting of labor because it is unnecessary, 
unconstitutional and might at one sweep destroy all our advance in the 
labor system in the last century. The Draft Act with the ‘‘Work or 
Fight’’ provision is compatible with our institutions and far more 
effective than any chain-gang or impressment that could be invented. 
Wages would remain in keeping with the price structure and changed 
only if found necessary. 

Another phrase much heard is ‘‘take the profit out of war’’. I, 
myself, have used that phrase so often that sometimes I think I in- 
vented it. Yet one must realize that it expresses an approximate rather 
than an actual goal. Profits can be kept down well below peace-time 
levels but they cannot be entirely abolished. Let no one mislead you on 
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that score. To attempt to abolish all profit would mean another attempt 
to embark upon a sea of economic experiment that has never been suc- 
cessfully navigated. Our whole industrial and economic machine is 
built and geared to run on investment and profit. There is no proof 
that it will run on psychology and much that it will not. Certainly, 
when the enemy is at our gates is not the hour to try to find out. 


Yet profits can be kept down to a fraction of what they were in 
1917 and 1918, the cost of living can be kept down and the aftermath 
of post-war deflation which we are still enduring can be obviated by 
legislation empowering the President upon a declaration of war to: 


1. Put a ceiling over prices that will prevent a rise and protect 
the government and the civilian population whose needs must 
be second only to those of our fighting forces. As conditions 
change the President may adjust individual prices, or whole 
price groups, up or down. At all times downward fluctua- 
tions are permitted. 


2. Place a tax that will take practically all the profits from war 
activities. 


3. Raise all corporate and income taxes to the highest point 
possible but not so that they will stop the flow of munitions to 
our soldiers, and the production of necessities for our home 
civilian population. 


4. The power that the President now has to commandeer in time 
of war should be broadened to include the licensing, control 
and regulation of transportation, industry and finance. 


I appreciate that these words will be read by a million Americans 
who know war from the combat side. If you men will pardon a personal 
word, I will say that I believe that I have had as good an opportunity 
to observe the economic side of war as any other American now living. 

Based on this experience, it is my belief that legislation embody- 
ing the above would enable the country to pass from a peace to a war 
status with a minimum of confusion, waste and loss. 

We could mobilize war supplies almost as quickly as we could 
mobilize men. 

We would reduce the cost of war by at least fifty percent. We 
would pay ‘‘as we go’’ as far as possible by holding down prices and 
increasing taxes. 

Our country would preserve its credit and its economic prestige 
throughout the world. 

Its war effort would be conducted with less interference with the 
normal economic life of the civilian population than has been the ex- 
perience of any modern nation. 
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It would conserve the national resources and preserve the morale 
of the people to such an extent that we would be able to outlive any 
antagonist in a long-drawn struggle. Profiteering would be prevented, 
profits from civilian activities would be minimized and burdens would 
be equalized. 

We would win the war. 

Considering the obvious fact that the military aspirations of the 
United States will never disturb the peace of the world, the mere 
deliberate provision for defense along these lines will go far toward 
keeping the peace of the world, or localizing conflicts. This, I take it, 
is the aim of all of us. 

As I see it, our duty is plain. We should think Peace, talk Peace 
and act Peace, but if war comes, we should be prepared to fight it, to 
win it, and to survive it. 
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